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TREASURY DEPARTMENT 
WITNESSES 


HON. GEORGE M. HUMPHREY, SECRETARY OF THE TREASURY 
W. RANDOLPH BURGESS, UNDER SECRETARY 

H. CHAPMAN ROSE, UNDER SECRETARY 

DAVID W. KENDALL, ASSISTANT SECRETARY 

LAURENCE B. ROBBINS, ASSISTANT SECRETARY 

FRED G. SCRIBNER, JR., GENERAL COUNSEL 

WILLIAM T. HEFFELFINGER, FISCAL ASSISTANT SECRETARY 
NILS A. LENNARTSON, ASSISTANT TO THE SECRETARY 
WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 
WILLARD L. JOHNSON, BUDGET OFFICER 


Mr. Gary. The committee will come to order. 

We will take up this morning the request of the Treasury Depart- 
ment. The appropriation for this Department for 1956 was $609 1 
000. The appropriation for 1956, including proposed pay supple- 
ment, is $634,600,000. The estimate for 1957 is $648,507,000, an in- 
crease over the total appropriation for 1956 of $13,907,000, 

We are pleased to have with us this morning Secretary of the 
Treasury Humphrey, and we shall be very glad to hear from you at 
this time, Mr. Secretary. 


STATEMENT OF SECRETARY HUMPHREY 


Secretary Humpnrey. Mr. Chairman and members of the com- 
mittee, we are very glad to come back to this committee, it is so 
attentive to our affairs and is so helpful always in working out the 
necessary things we have to have to carry on and render the proper 
services to the Government. It is a real pleasure for us to have such 
a committee and our feeling is always one of the very greatest. co- 
operation with the members of this committee. I hear other people 
talk of their committees, and I am always delighted that we have this 
committee. I think we get along very well indeed in a very helpful 
and cooperative spirit always. 

Mr. Gaer. So far as I know this committee has never had any 


politics in it. We realize the Treasury is a very important arm of 
the Government and all we have ever tried to do is to see that it is 
operated efficiently and economically. Frankly, I must say I think the 
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Treasury Department is one of the most economically operated de- 
partments, if not the most economically operated Department, in ‘the 
entire Government. 

Secretary Humpurey. We appreciate your attitude about it and I 
am sure you realize that we present everything we know and the 
reasons for it and that we are doing our best to operate in as economi- 

cal a way as we can and still serve the best interests of the Govern- 
ment. 

I have a prepared statement which I shall be glad to read if agree- 
able to you. 

Mr. Gary. Yes, you may proceed. 

Secretary Humpnrey. Mr. Chairman and members of the Treasury 
Subcommittee on Appropriations, I am glad to have this opportunity 
to discuss with you the Treasury's appropriation requirements for the 
fiscal year 1957. 

It is the purpose of this committee and the Treasury alike to see to 
it that the public services required of the Department are provided 
with full adequacy at minimum cost. 

Our country is witnessing a period of phenomenal growth—growth 
in population, growth in the activ ity of established human enter prises 
of almost every sort, growth in the development of new enterprises, 
growth in confidence in our capabilities, growth in the material re- 
sources which nature and science make available to us. This growth 
is reflected in greater prosperity. It also is reflected in heavier de- 

mands on those many Government activities which play important 
parts in our day-to-day life. 

The best evidence that effective emphasis has been placed on economy 
of operation of the Government in the last 3 years is in the record of 
budgetary results. In these 3 years costs of the Government have been 
reduced more than $10 billion, and we now estimate that the budget 
will be in balance during the present and next fiscal year. 

Our progress toward getting the Government’s financial affairs in 
order has reduced the danger of inflation, stopped upward flights in 
the cost of living, and fortified public confidence in the soundness 
of our currency. 

These gains require safeguarding. One important safeguard is to 
continue our common search for possible economies and for more effi- 
cient. operating methods. This search is imperative, in view of the 
steady increases in the workloads of most if not all of our operating 
agencies. 

The search continues in the Treasury Department on an organized 
basis through our management improvement program, which we have 
discussed on previous occasions. Widespread interest of Treasury 
personnel in this program is indicated by the fact that during the 
fiscal year 1955 we received 4,600 specific employee suggestions for 
better ways of doing things, for many of which cash awards were 
paid. 

An example of advances in operating efficiency is the reduction by 
the Bureau of Customs by better than 60 percent of the big backlog of 
unliquidated entries that it had 3 years ago. This was ac complished 
despite an increase in current entries. 

Another example is a program which we have worked out with the 
General Accounting Office and the Bureau of the Budget for the use 
of electronic equipment in processing the payment of Government 












3 


checks and reconciling them after payment. This new equipment 
when fully effective will save the Government approximately $134 
million annually, and will bring possibly $500,000 additional a year 
into the Treasury from the F ederal Reserve System as a result of de- 
creased Federal Reserve costs on checks. 

The details of many more improvements will be given in the forth- 
coming annual report of the Secretary of the Treasury for the fiscal 
year 1955. 


APPROPRIATIONS, 1956 AND ESTIMATES, 1957 


I would now like, with your permission, to insert in the record a 
summary table showing our estimated requirements for the fiscal year 
1957, compared with appropriations for the fiscal year 1956 and then 
ask Under Secretary Burgess to present our discussion of the needs 
of the individual bureaus and offices. 

While Mr. Burgess will give you more details on these subjects, | 
should like to mention my strong endorsement of the continuance for 
fiscal 1957 of the Assistant Secretary designated to carry out the RFC 
liquidation and other work of the Office of Production and Defense 
Lending, and other import: int. responsibilities assigned to him. 

The table is page 3 of the statement which appears before you. 

(The table refe rred to is as follows :) 
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TREASURY DEPARTMENT 


Annual appropriations for Treasury Department for 1956 and estimated requirements 
for 1957 


[Millions of dollars] 


Cause of increase 
(+) or decrease (—) 


| | , 
| 1956 Increase 

















a | wW7esti- | (+a 
Description appro- | Rvp vee 
, priations mates — Cost of 
| pay in- | All other 
i crease 
} - $$ | -| | —_——_—_—— 
i} A. Regular annual appropriations for operating the | 
i Treasury: | | 
(1) Collecting the revenue: 
) Internal Revenue Service...........-| $282.3 | $307.9 | +$25.6 $18.9 +46. 7 
Bureau of Customs. ------ eaee Se 41.2 44.5 | +3. 3 | 2.9 | +.4 
(2) Fiscal service: | | 
Bureau of Accounts_ - - 18.3 | 19. 2 | +.9 | 5 +.4 
Bureau of the Public Debt. 44.5 | 45.5 +1.0 1.1 -.1 
Office of the Treasurer, U. 15.0 | 15.1 +.1 2 -.1 
(3) Coin: Bureau of the Mint___-- 3.7 | De fenesenonb roe 
(4) Other bureaus: | | | | | 
U. 8. Coast Guard.-...----- seatbelt! | 195. 1 202. 0 | +6.9 | oo +6. 2 
Bureau of Narcotics. seect 3.0 3.3 | +.3 a4 +.1 
U. 8. Secret Service - .0 | 4.5 +.5 | 2 +.2 
(5) Administrative Offices of the Secretary -. a 2.9 | +.2 |} — +.1 
Subtotal, regular annual appropri- | | 
tions for operating the Treasury _-| 609. 6 648.5 | +38.9 24.9 | +14.0 
B. Limitation accounts: 
(1) Office of Production and Defense Lend- | | 
ing boils aac pseeonse] 2.3 | 1.3 —1.0 | 1 1.0 
Subtotal, regular annual appropri- | | 
tions and limitation accounts.__- 611.9 | 649.8 +37.9 25.0 +13.0 
C. Permanent appropriations: | 
Interest on the public debt 6,800.0 | 7,000.0 200.0 | = +200. 0 


(2) Public-debt retirements payable from 
ordinary receipts and other statutory | 
requirements__-- 620. 2 619.9 —.3 ; -.3 


(3) Refund of moneys erroneously received | | | 

and covered __- 5.0 | 3.0 | —2.0 | —2.0 
(4) Interest on uninvested trust funds . 5.9 6.1 | 2 +.2 
(5) Payment to unemployment trust fund 86.8 80.5 —6.3 | —6.3 
(6) Refunds and drawbacks, customs 22.0 | 22.0 
(7) Refunding internal revenue collections._| 3,824.0 4,091.2 +267. 2 | +267. 2 
8) Refunding internal revenue collections, | 

interest _ - | 68.9 | 59.8 | —$.1 | —9.1 


(9) Contributions for annuity benefits, 
White House Police and _ Secret 


Service forces a 1 

(10) All other-- : . 18.4 18.3 -.1 -.1 

Subtotal, permanent appro- | 
priations .--| 11, 451.3 | 11, 901.0 +449.7 | +449. 7 
—— : 2 = 
I). Total, general, limitation, and special accounts- 12, 063.2 | 12, 550.9 +487. 6 25.0 | +462.7 
E. Trust aceounts._.-- 8, 712.5 8, 951.1 +238. 6 : | +238. 6 
F. Grand total 20, 775.7 | 21, 502.0 +726. 2 25.0 | +7 701. 3 


Secretary Humpurey. Now, with your kind permission, Mr. Chair- 
man, I would like to attempt to answer such general questions as you 
and members of the committee may have. As I have some things 
waiting for me and, if it is agree: able to you, when you have finished 
with me, I would like to ask th: at I be excused, and that Mr. Burgess 

take the matter up from there and go into the details of each of 
the bureaus. 

Mr. Gary. Off the record. 

( Discussion off the record.) 
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BALANCED BUDGET 


Mr. Gary. Mr. Secretary, I notice you state in your opening state- 
ment: 

The best evidence that effective emphasis has been placed on economy of 
operation of the Government in the last 3 years is in the record of budgetary 
results. In these 3 years costs of the Government have been reduced more than 
$10 billion, and we now estimate that the budget will be in balance during 
the present and next fiscal year. 

I was examining the budget just before I came to this meeting, and 
it appears to me that the budget has been balanced by estimating an 
increase of the receipts. 

Last year at this time the estimated expenditures for the current 
fiscal year ending next June 30 were $62,400 million, and the estimated 
receipts were $60 billion. 

The revised estimates for this current fiscal year which the Presi- 
dent submitted on yesterday in his budget message were $64,300 mil- 
lion in expenditures, an increase of approximately $2 billion, whereas 
the estimated receipts have been revised upward to $64.5 billion, an 
increase of $4.5 billion. 

The estimated expenditures for 1957 are $65.9 billion, an increase of 
$1.3 billion over 1956; and the estimated receipts at the same time 
go up to $66.3 billion, an increase of $1.8 billion for 1957. 

Are those figures correct ? 

Secretary Humpnurey. I think that is right. Those are the correct 
figures. 

You see, you have to have in mind, Mr. Chairman, that we are in 
a growing economy, we are in a growing country, and there are a good 
many things in a growing economy and a growing country and grow- 
ing business where your totals will increase, but as it happens our 
revenues have increased faster than our expenditures. 

Our expenditures were very substantially reduced from what they 
were sometime ago. They have now in some cases moved back for 
special services and security, but the budget is balanced because the 
revenues have increased faster than our expenditures. 

Mr. Gary. And because the revenues are estimated on the basis of 
the boom conditions that now exist? 

Secretary Humpurey. Thet is what our income comes from; yes. 
That is why we are able to estimate a balanced budget. As long as 
this uneasy peace exists, I think we are going to have very high ex- 
penditures. I do not. know that two-thirds of our money which we 
spend for security will have to remain as high as it is now and will 
stabilize at those levels are not. I hope not. I hope that as we go 
along two things will happen: 

First, that we will be able in balancing our forces and developing 
our preparedness to get more effective defense for somewhat less 
money just through efficiency and realinement and redivision of 
forces. 

The biggest and greatest improvement I hope for, and that I think 
we all must hope for, is that at some point in our relations with the 
rest of the world we will have a balance of some sort arrived at in 
some way that will permit a reduction of these terrific expenditures 
for armament now going on all over the world. The world is spend- 
ing too much for armament and it is too much of a burden that comes 
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out of the ordinary man’s scale of living. These tremendous expend- 
itures in no way contribute to your happiness and well-being except to 
secure your way of life; that is all. Then expenditures are too high 
all over the world and somewhere we must find a way to reduce them. 

That. is the No. 1 objective of the President of the United States. 
There is nobody in the world who is as well situated as he is to accom- 
plish that purpose. It is his No. 1 objective and he is working and 
has worked with the talents he alone in this world has and the position 
he alone in this world has to forward the cause of a more lasting and 
enduring and just peace. And somehow or other I think we will 
make progress in that way I do not think the road is clear or the 
direction is clear, but it will happen, and when it does we and others 
in the world—and we particularly because we have the largest stake 
in the world—will be able to make some reduction in_ those 
expenditures. 

As to the general operations of the Government, the general services 
the things that serve the people, such as the number of divisions of 
the Treasur y Department, as this country grows and as our population 
increases that workload goes up and, in spite of all of the advantages 
that we can get, which we ought to continue with and will continue 
with, as that workload goes up our expenditures will probably increase. 

In other words, if you look ahead 20 years and think of the tremen- 
dous increase in population and services required of some of the depart- 
ments of the Treasury, it is clear we will have to have more people, 
and we will have to increase our expenditures in spite of all the effi- 
ciency we can put in. We can offset some of the increase in our expen- 
ditures by efficiency, but not entirely. 

So this is just part of a growing country and a growing service. 
What we conceive our job to be and the job of efficient rood | manage- 
ment to be is to get the greatest productivity per hour out t of the people 
we have rendering the services and reduce our expenditures as much 
as we can through greater productivity. 


INCREASE IN FEDERAL EXPENDITURES 


Mr. Gary. Mr. Secretary, I am delighted to see a balanced budget 
even though it rests on the shaky foundation of an estimated increase in 
receipts, but I must confess I am tremendously disappointed to see the 
expenditures go up again. 

I had the privilege, I think in 1952, of visiting Europe with the 
so-called Richards committee. We had representatives from various 
committees of Congress in the group. We went over to talk to the 
President, then General Eisenhower, who was in charge of all the 
European forces, to look over the work of the SHEAF armies and to 
find out what were the needs. I remember very well that General 
Eisenhower at that time urged us not to cut expenditures on the 
foreign-aid program because, he said, they were just beginning to 
build up those armies. 

We saw Italian, Belgian and French troops in operation, all of them 
using entirely United States equipment that had been furnished them 
under the foreign aid program. General Eisenhower explained to 
us that it was necessary to give them this equipment because they had 
no money with which to buy it and they had no way to manufacture 
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it. I remember distinctly one of the members of our party said: 
“General, the people of the United States are getting tired of these 
ex xpenditures. When do you anticipate they will end?” 

He said, that it was impossible to foretell when the program would 
end, but that he thought we could begin gradually to decrease the 
expenditures by the e ind of 1954. He said by then most of the apital 
outlay should be over and the expenditures should begin to recede from 
that point until we finally get out of the picture altogether.’ 

Here it is in 1957. The expenditures have been reduci ‘ing somewhat 
in that program during the last 2 or 3 years, but this year we a ave a 
request for nearly twice as much as was appropriated last year. We 
are going backward, it seems to me, to the old idea of ee 
expenditures, and I just do not see how we can keep our economy 
going on that basis. Lam frankly very alarmed about the situation. 

Secretary Humpnrey. Well, you are no more concerned about it 
than Iam, and I have spent a great many days and hours in the past 
6 months on the items for this particular budget. 

But there are a couple of things 1 would like to call your attention 
to. In the first place, a great de: al of that material that you saw when 
you were in Kurope at ‘that time is absolutely worthless today. It 
served a purpose at that time. That purpose is practically over. 
That was 4 years ago you were talking about. In that period of time 
there has come about’in this world one of the greatest changes that 
has ever come about in any period in the world’s history. We have 
developed atomic resources to the point no one ever dreamed of before; 
and Russia has made strides that nobody 4 years ago had the slightest 
idea would develop so rapidly. The methods of waging war that you 
saw are as obsolete as the bow and arrow today. Y ou have a whole 
new system of things, a whole new system of doing things. That is 
one of the terribly wasteful things I spoke of a moment ago. As long 
us the world is spending those tremendous amounts of money for 
things that are bound to become obsolete in a short time, you are 
throwing au part of every man’s scale of living down the sewer and 
contributing nothing to his happiness and well-being except you are 
trying to preserve his w ay of life by so doing. That does not advance 
our scale of living, it does not advance anything except to protect 
us, and I know of no way to provide that protection except by arma- 
ments, and not old armaments but new armaments, and that is 
extremely wasteful. 

As long as we have this situation in the world, Mr, Chairman, and 
we are unable to do anything about it, make no more progress than 
we have—although, very frankly, this new method of warfare is less 
expensive for us and very much more effective, because there is no 
way in the world we can match in manpower the resources of the 
Communists. We cannot match them. They have 10 men to our 1 
and may have many more than that. So when it comes to the kind 
of warfare that is now on the boards, we have an advantage. We 
must keep that advantage. 

Mr. Gary. I agree with you it is probably more effective, but I 
‘annot agree it is less expensive. I went over the Forrestal from top 
to bottom the other day and I asked how much it cost to build that 
ship, my guide said about $160 million. He said of course with the 
equipment and everything it would cost about $250 million. 





8 


I said: “We are making great strides in atomic propulsion. I am 
looking very soon to see all our ships changed to atomic propulsion.” 
I then asked: “In the event that occurs, can you convert this ship 
to an atomic-propelled ship?” 

He said: “We probably could do it, but it probably would be cheaper 
to build a new ship.” 

Secretary Humpurey. That is right. That is this terrible obsoles- 
cence I spoke of. But if you estimate what it would cost to build up 
and maintain 100 divisions, you would find we have far more people 
at home working for the benefit of Americans than if we were trying 
to maintain forces of that size, and it is costing less money. I am not 
saying it is not expensive. I said it would be less expensive. 

‘We must keep that advantage until we have some way of stabilizing 
this thing. That is the biggest job in the world today, to get it sta- 
bilized, and until we do I do not think we have anything but rela- 
tively minor opportunities to save expenses. 

Mr. Gary. On the other hand, it would be almost impossible for a 
bankrupt country to defend itself, so we must be careful not to bank- 
set“ ourselves. 

Secretary Humpurey. I agree with that 100 percent, and that is 
why I think it is so desirable to balance our income with our outgo 
as we have this year. As long as we can balance our income with our 
outgo we will not go bankrupt. There is nobody more interested in 
reducing expenditures and in reducing taxes than [ am, because I think 
the difference between a free society ‘and a slave state depends on the 
incentive of the individual. We have a money incentive. That is 
what our free society is based on, a money incentive for free indi- 
viduals, and I think we have seriously curtailed that incentive by our 
present system and I think our taxes should be reduced as rapidly a 
possible to reinstate that. 

Mr. Gary. I am very much in hope that your estimates of receipts 
will prove correct for fiscal year 1957 and that the Congress will find 
some means of reducing the expenditures without w eakening our na- 
tional defense. 

Secretary Humpurey. That would be wonderful if you could do it, 
and I certainly would support it inevery way. There is no Treasurer 
who is not 100 percent in support of that if it can be done. 

I feel like the fellow who woke up and found a burglar shining an 
electric torch in his face, and the burglar said: “I hear there is $500 
here and I want to find it.” The fellow said: “Waitaminute. I want 
to get up and help you look.” 

If there is any way you can cut the expenses, let me help you look. 


USE OF ELECTRONIC EQUIPMENT 


Mr. Gary. You referred in your remarks to electronic equipment 
which will save your department approximately $134 million annually. 
What is being done in a general way, or what study i is being made by 
the Gover nment, to see where electronic equipment ‘an be used to 
advantage and to effect a saving throughout the entire governmental 
oper ration? 

Secretary Humpurey. I do not know that there is any completely 
coordinated study, because that is difficult. I think progress will be 
made best by continuing it the way we are doing it, along the lines of 
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this very study here. I think this isa great advance. We, in connec- 
tion with the other departments, have worked this out and I think 
Mr. Heffelfinger could go into the details of it with you and show you 
how it works. It is a big step forward. We have one or two other 
projects that might be directed to accomplishing the same result. | 
think where a department can work in association with others it is in 
direct contact with we can make the most progress. 

Mr. Gary. L agree the Treasury Department has made considerable 
progress in that direction. This committee has been encouraging it 
for some years. I am thinking of those departments that are not as 
progressive. What are you going to do about having them make a 
study to see if they can improve their systems by electronic equipment / 

Secretary Humpnrey. The very fact one department does it and it 
works is a pretty big lever to the other departments. 


INSTALLATION OF ELECTRONIC EQUIPMENT IN THE BUREAU OF PUBLIC DEBT 


Mr. Gary. Have you installed electronic equipment in the Bureau 
of the Public Debt as yet ? 

Secretary Humrnrey. No; that is being worked out. It is not 
perfected. 

Mr. Burgess. We are using a great deal of electric tabulating 
equipment. 

Secretary Humrurey. But it is not perfected yet. 

Mr. Gary. There have been reports that you can save considerable 
sums by using it in that Bureau. 

Secretary Humrurey. That is what we hope. 

Mr. Burcess. We are exploring it now, Mr. Chairman. 

Secretary Humpurey. It is a big job to get it accomplished. 

Mr. Gary. We feel great savings could be made in that Bureau, 
and that it is one of the bureaus of the Treasury that has not been 
on its toes as it might have been in effecting economies. 

Secretary Humpnrey. I would like to take exception to that in this 
respect: That is one of the activities that has the broadest contact 
with the people in this country, which contact I think should be fos- 
tered in every way. I think one of the greatest sources of strength in 
this country lies in the fact that so many people own $40 billion of 
series E and A savings bonds. For a few years preceding the time we 
got in here, people were cashing a lot more bonds than they were 
buying. If the trend had continued it would have been very serious. 
We have that trend reversed and in the last 3 years or a little less we 
have increased the outstanding bonds by something over $4 billion, 
and we have sold $11 billion or $12 billion of bonds to do that, because 
with any outstanding obligation you have a continuing maturity 
which means you have to run to stand still. 

Now, we have considered every conceivable kind of thing to try 
to cut down the expense of that program. It has been suggested that 
one of the simplest ways to do it was by simply cutting out the $25 
bond. We all decided, after very serious study, that it would be a 
terrible mistake to cut out the $25 bond. 

Mr. Bureess. Mr. Secretary, could I give the figures on the Bureau 
of Public Debt ? 

As of the end of December 1952 the Bureau of Public Debt was 
employing 3,740 people, and it is now down to 3,006 as of last Decem- 
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ber, or a reduction of 20 percent in the number of employees in those 
3 years. 

Secretary Humpurey. That is good, but we could have made a big- 
ger reduction if we had cut out the $25 bond. Very frankly, this is a 
thing I have ane er been sold upon myself. We have also investigated 
making the $25 bond a bearer bond. I do not know myself why it is 
any more dangerous for a man to have an $18.75 bond that is payable 
to bearer than it is to have a $20 bill, and many Americans today have 
a $20 bill. Somehow the $20 bill is O. K. but that $18.75 bond they 
want protected. We have studied a good deal making those $25 bonds 
bearer bonds, and when they get 4 or them, or $100, making it a pro- 
tected bond, but all the evidence we can get—and we have studied it 
many times—indicates that our sales would be harmed and that thera 
would be difficulties if we were to abandon it. 

So some of the big changes that might be made we have passed up. 
We are studying to see if there is not some way to have those lesser 
denomination bonds printed in such a way that they still would be 
acceptable and still susceptible to handling on machines. 

Mr. Gary. I agree with what you have to say with reference to the 
contact of this bureau with the public, but my remarks dealt with the 
internal operations and the handling of the bonds. In a great many 
of the agencies, including your own, where you are dealing with large 
volumes of papers of that kind, decided sav ings have been made by 
the use of electronic equipment. My remarks were with reference to 
your use of electronic equipment in that Division, which would not 
affect your relations with the public at all but might materially aid 
in bringing about economies. 

Secretary Humpnurey. Well, I agree fully with you. My experience 
has been it is somewhat easier to say it than to get it done, or to think 
it ought to be done than to actually accomplish it. We are working 
on it. That is all I can say. 


INTEREST RATE ON PUBLIC DEBT 


Mr. Gary. As long as we are talking about bonds, what is the cur- 
rent average interest rate on the public debt today ? 

Secretary Humrnrey. I cannot tell you. Can you, Mr. Burgess? 

Mr. Burerss. 2.49. That is up a great deal because of the turn- 
over of Treasury bills which we were selling at 114 and 114 and are 
now selling at 21/ 

Mr. Gary. Whi at is it now? 

Mr. Burcess. A year ago the average interest rate on the total 
interest-bearing debt, including special issues, was 2.291, and it is 
now 2.49. 

Mr. Gary. What is the reason for that increase ? 

Secretary Humpurey. Two-tenths of 1 percent difference. 

Mr. Bureess. The market rate of interest which we have to pay 
on Treasury bills and other obligations we have to sell has risen 
due largely to the active demand “for money. The Federal Reserve 
System ‘has also put up discount rates 2 or 3 times to hold this business 
situation from going too exurberant. 
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INCREASES IN LONG-TERM OBLIGATIONS 


Mr. Gary. What is the necessity for changing the character of the 
public debt so as to include more long-term obligations at higher 
interest rates ¢ 

Secretary Humpurey. One individual or organization cannot have 
all his debts come due tomorrow morning. My only criticism of our 
activities in that regard is that we have not done enough of it or 
been able to do enough of it. It is of the greatest import: ince that 
we get more of our debt extended over a longer period of time. We 
have made considerable strides in lessening the times each year when 
we have to go to the market. We cannot be running to the market 
all the time “with these obligations to sell without getting in trouble. 
You could jeopardize your whole financial structure. 

A lot of people go on oe theory there are no limits to our credit. 
That is not true. There are limits to the Government’s credit. I 
do not know just where ae are, but there are some and this public 
debt has to be managed just as you would manage any other debt. 

Mr. Gary. You have increased the interest rates on those long- 
term obligations ¢ 

Secretary Humpurey. No; this is on the short term. The thing 
that has affected our interest rate rece ntly is the increase in the 90-day 
bills. It was not the long-term at all. This is insignifiant compared 
to the other. 


PAYMENT TO WASHINGTON BANKS FOR CASHING FEDERAL EMPLOYEES’ 
CHECKS 


Mr. Gary. Mr. Secretary, it has been re ported to us by staff inves- 
tigators that special treatment is accorded Federal employees i in the 
District of Columbia, in that the Treasury has on deposit with various 
banks in the area an amount designed to yield about $237,000 per 
year solely for the purpose of compensating these banks for the cost 
of cashing salary checks of Government employees who are nondepos- 
itors. Federal employees in other areas of the country generally bear 
such costs themselves. Will you explain why that policy is followed in 
the District area ? 

Secretary Humpmrey. I do not know a thing about it. Mr. Heffel- 
finger can tell you about that. 

Mr. Herretrincer. That stems from the World War when the big 
concentration of employees in the Government paid by check placed a 
terrific burden on local banks to cash those checks at the banks every 
payday. The only solution was to impose a service charge for that 
or for the Treasury to offset the expense of handling those checks by 
the banks. We followed the ty pical commercial pr: actice of placing 
a deposit with the bank to meet that. They get 10 cents for each 
check that they cash for noncustomers, but we do not pay them for any 
checks which are cashed by customers of the bank. It is only for the 
noncustomers. 

Mr. Gary. Do you pay the California banks in the same way ? 

Mr. Herretrincer. We do not have the same concentration of Gov- 
ernment employees anywhere else in the country, such as we have here 
in the District of Columbia. 





Mr. Gary. I noticed in the paper the other day that California has 
more Government employees than the District of Columbia. 
Mr. Herre.Fincer. I imagine they are spread out over a very much 


bigger area. 


PAYMENTS TO BANKS FOR SERVICING STATE UNEMPLOYMENT COMPEN- 
SATION ACCOUNTS 


Mr. Gary. They also report inactive balances yielding $1 million 
annually are in deposit in 53 banks to compensate them for servicing 
State unemployment compensation accounts. 

Mr. Herrecrrncer. The United States Government bears the ex- 
pense of the unemployment service operations in the States. We 
found that the States were paying exorbitant fees to banks for han- 
dling that service. We found that we could do it much cheaper in 
overall cost to the Government by maintaining balances in those banks. 

Secretary Humpnrey. It may be that we have not caught up with 
all of the practices that ought to have been corrected, but we will give 
those farther attention later. We have been trying to catch up with 
those as fast as we could. 

Mr. Gary. The report accompanying the Employment Security 
Administrative Financing Act of 1954 provides that an amount equal 
to the excess of taxes collected under the Federal Unemployment Tax 
Act over the cost of administering the Federal and State operations 
will be earmarked and placed in the Federal unemployment account. 

In view of the legislative history, there seems to be no justification 
for using general revenues (interest on the public debt) for the pay- 
ment of an administrative expense for which a specific restricted tax 
is provided. 

They report to us that savings of about $1,237,000 annually can be 
immediately achieved by eliminating payments out of the general 
fund for servicing unemployment accounts and by eliminating com- 
pensation for cashing employees’ checks in the District area. 

Secretary Humrurey. Who would get that million dollars, I 
wonder? Do you know, Mr. Heffelfinger, who would get any of that ? 

Mr. Herrerrincer. If they want to cut our cost on Government 
employees we can withdraw our balances which are on deposit, we 
could take them out of the local banks and put them in other 
depositories. 

Secretary Humpnrey. You would not make any money on that. 
They say $1 million annually can be saved. What I want to know is 
where is it coming from? We can make it cost the Federal Govern- 
ment employees more by withdrawing these deposits but where is 
that savings coming from ? 

Mr. Gary. These special deposits are invested in depositary bonds 
which pay 2 percent. 

Secretary Humepnurey. You mean by the banks but not by us? 

Mr. Gary. Yes; that is right, invested by the banks. 

Secretary Humpnrey. Well, you have to have balances some place. 
We have just got to have some bank balances to operate on whether 
they are in one bank or another and I do not know where you will 
get any money out of them. We can make it cost the Federal em- 
ployees more money, but where it would do us any good I do not see. 
We cannot go ahead and obligate all of our balances. 
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Mr. Gary. I hope you will look into those recommendations and 
see if the estimated economies can be effected. 

Secretary Humpurey. I assume that these may be some oldtime 
practices that we have inherited which have been going on for a long 
time and there may be something in this that we ought to change. 

Mr. Gary. It is estimated that savings of about $1,237,000 can be 
effected in connection with this, and I think, under the circumstances 
it is a matter which should be looked into in an effort to save that 
amount for the taxpayers if it can be done. 

Secretary Humpnrey. That is right, and we will look into it, only 
I am afraid that the fellow it appears to, or who wrote this, does not 
know what he is talking about. 

Mr. Gary. The report says the commercial banks do not place 
service charges against Government deposits, nor do they make direct 
charges for the various miscellaneous banking services performed 
for the Government. In lieu of such charges a system has been de- 
veloped whereby the Treasury Department places inactive funds on 
deposit with the banks in an amount to yield a sufficient income to 
the banks to offset the costs of servicing the Government’s banking 
needs. 

Mr. Herrecrirncer. That is only in rare cases where there is some 
special overhead. 

Secretary Humpurey. We will check into it. 

Mr. Gary. The question is, even though there may be services ren- 
dered that justify payments, would it not be better to make direct 
payments rather than indirect payments in that manner? 

Secretary Humpnrey. Mr. arenes: 


Mr. Bureess. That is an old problem that we have had to wrestle 


with repeatedly. We will be very glad to make a specific report on 
that — to the committee, Mr. C ‘hairman. 
Mr. Gary. Thank you. 


LIQUIDATION OF RECONSTRUCTION FINANCE CORPORATION 


You recommend, Mr. Secretary, that the Assistant Secretary desig- 
nated to carry out the RFC liquidation and other work of the Office 
of Production and Defense Lending be extended for another year. 

This was the Special Assistant Secretary that was created for the 
purpose of closing out the RFC. 

I have an article here which says that business is so good that RFC 

‘an liquidate, and it goes on to say that the Rec onstruction Finance 
Corporation has turned over nearly 1 billion to the Treasury after 2 
years of liquidation. Last year, if you recall, since this was a tempo- 
rary position, our committee felt that we did not want it made into a 
permanent position, and we struck that out of the request last year. 
When it got over to the Senate they put it back and said in their 
report “the committee expresses the hope that the office will be abol- 
ished at the earliest possible date.” Will you please tell us why it is 
necessary to carry that position over for another year? 

Secretary Humpnrey. Yes, I will be glad to, because I hope very 
much that it will be continued. 

On September 28, 1953, which is the date when the authority for 
the making of new loans was ended by the RFC, they had outstanding 
loans and security commitments of a little over $591 million. 





14 


On April 1, when this new Administrator was appointed under this 
authority, that had been reduced down to $350 million by the people 
that we then had in the RFC. and we then at that time had to take 
it over into the Treasury, if you recall. On April 1, 1954, Mr. Rob- 
bins became Administrator of the RFC. 

Then in September 1954, when it was moved into the Treasury, back 
to the title that you have now provided for because there was no 
longer that position in the RFC, it had been reduced down to $257 
million, and on January 1, just a few days ago, it was down to $155 
million. 

In other words, we have come down from $591 million to $155 
million. 

Now, that liquidation is still going on. As you well know, as we 
near the bottom of the barrel the difficulties in h: undling these matters 
are increased. I think that is an excellent record of progress when 
you think of the hundreds of things that had to be done in that time, 
and I hope very much that this will continue for another year, because 
we can pay for it a hundred times over by having it well done as we 
eet toward the end. There is still consider: ably more that has to be 
looked after, and the more difficult problems are always the latest 
problems, and they give you the most grief in working them out, and 
we do not want to have to make changes in our administration to get. 
them accomplished. 

Mr. Gary. How long do you estimate it will be necessary to con- 
tinue this position ¢ 

Secretary Humpurey. I cannot tell you, Mr. Chairman, and I 
would not want to make an estimate on that. I would like to ask the 


committee for 1 more year, and at the end of the year we will report 
the progress we have made to you and show to you the extent it may 
be justified in the future. 


NUMBER OF RFC LOANS REMAINING 


Mr. Gary. How many loans or accounts do the figures that you have 
just stated represent 4 

Secretary Humrurey. Mr. Robbins, can you answer that roughly ? 

Mr. Rossins. As of September 28, 1953 there were almost 5,000 
loans. Now, 2.800 of those went into the pool which was set up for 
the smaller loans, and that number comes out of the total. 

On June 30, 1955 there were 633 loans remaining, and on December 
31 there were 527 loans remaining. 

Secretary Humpnrey. That is in addition to your 2,800 pool loans. 

Mr. Roppins. Yes, there are still about 1,200 loans in the pool. 

Secretary Humpnurey. The force is being reduced as rapidly as 
possible. We are cutting it down and cutting down on office space. 
All you have to do is take these figures and examine them, and I 
think you will see that it is a very excellent showing for a tremendous 
liquidation. When you move about $600 million down to $150 mil- 
lion in that short period of time, that is real liquidation. 

Mr. Rospins. These figures give no effect to the defense production 
loans which are also being h: andled there. 

Secretary Humpnurey. There are a lot of other things that this same 
man does, including service in my stead, on the Loan Policy Board of 
the Small Business Administration. 





15 
JOINT ACCOUNTING IMPROVEMENT PROGRAM 


Mr. Gary. Mr. Secretary, can you give us some idea of the present 
status of the joint accounting improvement program of the Treasury, 
the Bureau of the Budget, and the General Accounting Office ? 

Secretary Humpurey. No, I cannot, but Mr. Heffelfinger has some 
information on that. 

Mr. Herretrincer. We are still working actively on that and are 
making some progress on it in the various agencies in the Treasury 
and getting our new systems under way. 

Mr. Gary. I expect that we may go into that later on. 

Secretary Humpurey. If I don’t get a lot of those figures on one 
piece of paper sometimes I get mixed up, as I do not know much about 
accounting. 

Mr. Gary. This committee has been very greatly interested in that 
joint accounting program. We feel that offers a real possibility of 
getting some proper accounting procedures in the various Government 
departments and agencies. Considerable progress in improving ac- 
counting procedures of the Government has been made and we are very 
anxious that it continue. 

Secretary Humprrey. Yes, we will do so. 

Mr. Canrtecp. Secretary Humphrey, I am glad that you are Secre- 
tary of the Treasury. 

I am glad that you have the team in the Treasury that you do have, 
and I feel that by and large throughout the country the American 
people feel the same way. 

Were a poll to be conducted by some reputable polling organization 
on how you and your team are conducting your assignment in these 
days, I think you would be most agreeably surprised by the results. 


SERVICES OF MR. ROSE 


During the current year I believe some changes have been made in 
your team, and some changes are projected. Will you at this time 
discuss those briefly ? 

Secretary Humpurey. Well, I presume the change which you are 
referring to is the resignation of Mr. Rose? 

Mr. CanFretp. Yes, which I regret to hear about. 

Secretary Humpnrey. The resignation of Mr. Rose takes effect the 
end of this month. 

I just want to stay, gentlemen, that Mr. Rose has been one of the 
finest publie servants that I have ever been in contact with. 

I have known Mr. Rose for many years. He has been closely asso- 
ciated with me in business for many years. I knew that he was an 
extremely capable man in business, but his performance in the Gov- 
ernment has just been excellent in every regard, and we are going 
to miss him very much, indeed. 

On the other hand 1 am thoroughly reconciled to his leaving, and 
thoroughly approve of his leaving, and I think he ought to leave. I 
think he has other weer ts to himself and in other directions 
that are so overpowering that I do not think he ought to stay here 
any longer. He cannot conscientiously remain here, and I would 
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not want him to, so that it just leaves a void that we have to try to 
fill.” Now, just how well we will do it, I do not know. 

Mr. Rose has unusually adaptable qualities, and he fills a great 
many niches in the kind of things that come to him. You see, the 
work of the Treasury, gentlemen, and of Treasury staff is only par- 
tially the direct Treasury work in many regards. Our job is to be 
active with respect to money, wherever money appears in the Govern- 
ment. It may be here or abroad, and when you think of how few 
things there are that the Government can do that do not involve 
money you realize how few activities of the Government there are 
that do not somehow involve the Treasury and the Treasury staff in 
participation in them and in the determinations. Again I want to 
get back to this Assistant Secretary. We require the services of men 
of capacity in many different fields and in different areas if we are 
going to do our job and our assigned duties, and still continue to do 
them. 

We will miss Mr. Rose very greatly indeed, and we will miss him in 
many, many places, and so will the Government as a whole. 

Mr. CAnFIELp. Secretary Humphrey, this committee is going to miss 
him. Quite frankly, he has become quite a favorite with our com- 
mittee group, and we have recognized his dedicated sense of loyalty 
to the Treasury and to the Congress and the American people. 

We know how he has applied himself to the fullest in his very 
important assignment, and, as the Washington Post put it editor ially 

vesterday morning, we just hate to see a man like Chapman Rose 
leaving the service » of the United States Government. 

Mr. Gary. Will the gentleman yield? 

Mr. Canrrexp. Yes, I will be happy to yield to my chairman. 

Mr. Gary. Mr. Secretary, I would like to say that I did not enjoy 
the same privilege that you did. I did not know Mr. Rose until he 
came with the Government, but I have found him a most efficient 
public employee. He has been exceedingly cooperative, and he has 
been pleasant to work with. I wrote him a letter the other day in 
which I told him that he had established a record of which he may be 
ey? proud, and I want to say that I am sorry to see him leaving 
the Government service. 

Secretary Humpurey. I am sure that we can all join with you in 
that deep regret. 

Mr. Rose. I thank you very much, gentlemen, and I am very sorry 
to be going. 

Mr. CANFIELD. It may please you, Mr. Rose, to hear just a few of 
the comments that are being passed out on the floor of the House by 
Members on both sides of the aisle. You have definitely made a very 
high mark in your service in the Federal Government, and it is not 
going to be forgotten. 


BIOGRAPHICAL SKETCH OF NEW GENERAL COUNSEL 


Mr. Gary. In connection with the changes which have been made 
in the Treasury Department, we are glad today to have present Mr. 
Fred G. Scribner, Jr., the new General Counsel. Mr. Scribner, it is 
customary in this committee to have a new person taking a position 
of this kind to place a short biography in the record for the benefit 
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of the Members of Congress. We would appreciate your giving us 
a short background statement at this time. 
(The statement requested is as follows :) 


FreD CLARK SCRIBNER, JR. 


General Counsel, Treasury Department, appointed August 1955. 

Place and date of birth: Bath, Me., February 14, 1908. 

Father: Fred Clark Scribner; mother: Emma Cheltra. 

Education: Dartmouth College (A. B. 1930) ; Harvard Law School (LL.B. 1933). 

Married: Barbara C. Merrill. Date: August 24, 1935. 

Children: Fred GC. Seribner III, Curtis M. Scribner, Charles D. Scribner. 

1933 admitted to the bar in Maine and Massachusetts. 

1935-55 partner in firm of Hutchinson, Pierce, Atwood & Scribner (resigned 
September 1955) 

November 1946 elected general counsel, vice president, and treasurer of Bates 
Manufacturing Co., Lewiston, Me. (resigned September 1955) 

Director: Bates Manufacturing Co., Lewiston, Me. 

Director: Rockland-Rockport Lime Co., Inc., Rockland, Me. 

1938-40 chairman, Maine Council Young Republican Clubs. 

1940-50 member of Republican State committee. 

1948-56 Republican National committeeman from Maine. 

August 1952 appointed general counsel of the Republican National Committee 
by Chairman Arthur E. Summerfield (resigned 1955) 

1940 and 1944 delegate, Republican National Convention. 

Member standing committee and Diocesan Council, Episcopal Diocese of Maine. 

Chancellor, diocese of Maine. 

Delegate, General Convention of the Protestant Episcopal Church, 1943. 1946, 
and 1952. 

Memberships: Portland Club; Woodfords Club; Masons; Kiwanis; Settlers; 
American Bar Association; Maine State Bar Association ; Cumberland County 
Bar Association; Phi Beta Kappa; Delta Sigma Rho; Alpha Chi Rho. 

Director: Maine General Hospital, Portland, Maine; Pine Tree Council; Boy 
Scouts of America; Maine Home for Boys; New England Council. 

Incorporator: Maine Savings Bank. 

Mr. Canrretp. Secretary Humphrey, in your statement today you 
use this expression : “Our country is witnessing a period of phenom- 
enal growth.” Can you document that? 

The jurisdiction of this committee also embraces the Post Office 
Department, and the Postmaster General just a few days ago in his 
original presentation used almost the same expression, and he pointed 
out that during the new fiscal year the volume of mail increased almost 
} percent, and that some 5,000 or 6,000 extensions of city delivery 
service will have to be made into so-called suburbia and that every year 
a new and onerous task is imposed on the Post Office Department of the 
United States because of the growth of our country, and, of course, the 
Treasury Department has to face those facts of life, as every other 
department. does. 

I read the New York Times just a few minutes ago and it quotes 
from Members of Congress who are very critical of. the President’s 
budget, and in the main I would say that they are the Members of 
Congress who down through the years vote for almost all appropria- 
tion measures and who rarely sponsor amendments on the floor of the 
House to effect economies in appropriation bills. 

I have in mind this fact, that last year we increased Federal expen- 
ditures perhaps by a billion dollars plus because we increased the 
salaries, and properly so, of our Military Establishment and the 
employees of the Federal Government. Those things are bound to 
come, and those things are bound to increase the amount of Federal 
budgets in a growing country like the United States of America. 
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It will be interesting, Mr. Humphrey, as we carry out our assign- 
ments in the Congress during the coming months to see how many 
Members will rise on the floor of the House to sponsor cuts in these 
appropriation bills having to do with our Military Establishment, and 
bills having to do with the health and the general welfare of our people. 

Now, we have under our jurisdiction the Bureau of Customs, the 
Bureau of Narcotics, and the Coast Guard of the United States. 


BUREAU * NARCOTICS 


I have one question, Mr. Secretary. about each of those. Dr. An- 
slinger, head of the Bureau of Narcotics, down through the years has 
kept his budget rather tight. Do you feel in the newly ssciihadtest 
figures for 1957 that he is being accorded all the funds he needs to meet 
his responsibilities ? 

Secretary Humpnrey. Well, I will just say this generally, and I 
am sure that Mr. Burgess and Mr. Rose will be gli ad to go into Mr. 
Anslinger’s particular situation with you in det ail, but I will say just 
generally that you have asked a question to which the answer is “No.” 
and it will be asked many times and the answer many oer will be 
“No.” When you any has any department all of the funds it needs 
or that it can use, I do not think that is the criterion, and T do not 
think that is the answer to it. I think that what you have to do is to 
recognize that there are many, many places in this Government, as 
there are in every business, and as there are in your own home, with 
your own family, that there are many places where you could use more 
money, and where the members of your family could use more money. 
and do it advantageously, but you cannot let them do it, and you 
cannot let them do it in business. In the Government there are many 
things that the Government might do, and that would probably be 
beneficial, and be quite all right, but you cannot do it because of the 
fact that you have to balance what you can take from the taxpayers 
with what you can afford to spend. 

There are many of these presentations which are going to be made 
to the budget committees where that question is asked the way you 
ask it, are vou gett ing all the money you ought to have, and the answer 
is going to be “No.” If you ask is that all the money you would like 
to have, or all of the money you could usefully use the answer will be 
“No.” That is not the right answer because it. always depends upon 
what is good, and right, ‘and proper to collect from the people and 
what you can afford to spend for their benefit. Now, you could spend 
enough money for the benefit of the people so you could ruin the 
people. 

Mr. Canrrevp. About 2 years ago there was organized what IT be- 
lieve was called the Interdepartmental Committee on Narcotics. 
That leads to this question: Is that committee an active committee / 

Secretary Humpnrey. When you get into the details of the Depart- 
ment Mr. Rose will have to answer that. Narcotics is a serious thing 
and it isa spectacular thing. It is a thing that requires attention and 
consideration all the time, but on the other hand, while it has far- 
reaching effects from the point of view of crime and all of that there 
is a relatively small number of the people of this country who are 
involved directly, and it has to be kept in balance with the other pro- 
grams which are being carried on. 
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Mr. Canrievp. That is right, and I am mindful of the fact that if 
we do not meet this challenge of narcotics addiction on the city and 
State level we will not meet it. 

Secretary Humpurey. Yes. 


REDUCTION OF BACKLOG IN BUREAU OF CUSTOMS 


Mr. Canrieip. In the Bureau of Customs you tell us that the big 
backlog of unliquidated entries that the Bureau of Customs had : 
years ago has been reduced by better than 60 percent. 

Secretary Humeurey. The Bureau of Customs is another place 
where you could offer advantages in using more people, and where | 
am sure you could get people out of the Customs Bureau who would 
testify that they had to have more people. Again it is a relative 
matter, and again it is a question of a fair balance with respect to what 
you can tax the people and spend for their benefit. 

Mr. Canrieip. Of course, having in mind that it is a revenue-pro- 
ducing agency. 

Secretary Humpnrey. Yes, and so is the Internal Revenue Bureau, 
and they can show you that a man will collect a great deal more money 
than he costs, but I do not think that is the necessary criterion. It 
is a very important thing to keep in mind, but also it is important 
to keep in mind getting the maximum efficiency out of the people that 
you have. 


NUMBER OF PERSONNEL IN THE INTERNAL REVENUE SERVICE 


Mr. Canrieup, Are you asking for more personnel for the Internal 
Revenue Service ? 

Secretary Humenrey. I cannot tell you; I really do not know. I 
think all of these things have small amounts requested. 

We are running some tests in the Internal Revenue Service, tests of 
what people can do in certain directions, and if those tests prove out 
the amount of earnings per employee that they think might be ob- 
tained, why, eventually they may have more people, but again you 
see it is like a business. Until every man you have already working 
for you is doing the very best job he can do, you had better devote 
vour time to getting that accomplished before you start adding new 

veople. There are a lot of improvements in these bureaus which can 
ve made with wie we have, so that I want to see the maximum im- 
provement with what we have before we just go out and add a lot of 
people. It is the easiest thing in the world to add a lot of people. 

Mr. Gary. Will the gentleman vield? 

Mr. Canrretp. Yes. 


AIRCRAFT FOR THE UNTTED STATES COAST GUARD 


Mr. Gary. There is one thing th: at I am very much interested i 
to which I would like to call the See retary’s attention and that is a 
proper replacement program for Coast Guard aircraft. 

Secretary Humrnrey. Well, that is a subject that is only partly 
covered in this budget, and it is not resolved yet, because very frankly, 
Mr. Chairman, I just cannot believe that with all of the airplanes 
that are becoming rapidly obsolete for fighting purposes, we cannot 
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get proper planes for our purposes that will suit us without buying new 
ones, 

Mr. Gary. I think that is an excellent idea if you can do it. 

Secretary Humpurey. It is a thing that must be reconciled, and we 
are going to reconcile it. 

Mr. Gary. But this committee is interested in the safety of Coast 
Guard personnel. 

Secretary Humeurey. That is right. 

Mr. Gary. And we do not want them to fly in unsafe planes. 

Secretary Humpurey. I agree with you that we cannot do that, but 
what is unsafe, and what is not? An old plane can be very safe. As 
a matter of fact the safest plane in the air today is still the old DC-3. 
When you get down to brass tacks and you get into trouble and want 
to get a job done, that is still the work horse. I am speaking from 
personal knowledge about this, having run an air lift, and it 1s most 
economical. They can be 10 or 15 years old and still do a good job. 
I have ridden in them hundreds of thousands of miles. So, it is not 
just a matter of safety. It is a matter of more efficiency and the mat- 
ter of doing a better job. I am not arguing with you in any respect 
that this is not a thing that requires attention, as it does, and we must 
begin to make some progress in it, but it is not the only thing to be 
considered. 

Mr. Gary. I think that there should be a —— replacement pro- 
gram. What that replacement program should be is a technical ques- 


tion which should be worked out by your Department. 
Secretary Humpnrey. That is right. 
Mr. Gary. We commend to you that program with the assurance 


that this committee is very desirous to see it worked out in a proper 
manner so that the lives of the personnel of the Coast Guard will be 
adequately safeguarded. 

Senator Humpurey. I agree with you 100 percent, but I do not 
think that that is all that is involved in it, just the buying of new 
planes. 

Mr. CanrFievp. I want to say that I agree with the chairman’s state- 
ment, Mr. Secretary, and we Lome confidence that you and your staff 
will see that the right thing is done. We do not want disasters taking 
place and then have a lot of people pointing their fingers at you and 
the Congress of the United States. 

Secretary Humpnrey. That is right. 

Mr. Sreminsxt. Off the record. 

(Discussion off the record.) 

Mr. Sreminsxt. Like the others, Mr. Secretary, like our chairman 
and Mr. Canfield, I deeply regret the separation of Mr. Rose from 
the Government service. He’s a quick thinker under fire, such as I 
saw him at the Waldorf Astoria when a match head burned his finger, 
he put it right into a cup of raw hot tea and salved the hurt. I sup- 
pose that is the way he works in everything. 

Secretary Humpnrey. That is pretty good. 

Mr. Stemrnsxk1i. I wish him the very best in the years to come. I 
hope that your side of this committee table will, regardless of party 
control in our Government, continue to manifest the same high type 
talent we see here today. I did not have an opportunity to see the 
kind of talent here before 1951, but if its level holds up to what it is 
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today, I surmise that the fiscal affairs of our Government will be 
managed with steady hands. 
Mr. Secretary, I have about eight short questions. 


CHANGEOVER FROM DEFENSE TO CIVILIAN ECONOMY 


Mr. Sreminsxi. First, Mr. Secretary, as to resources. Especially 
those that are now going into defense and security efforts not only 
in the United States, but in the other countries of the world. Do you 
feel that we can preserve our way of life and make the changeover 
from defense to civilian pursuits and that that slack can be taken up? 

Secretary Humpurey. You mean if we do not require the men and 
the services in the defense of the country that we now employ, can 
we employ them in useful work ? 

Mr. Sremrinskr. Can we employ the resources that are now being 
put into defense efforts and convert them into productive civilian 
channels ? 

Secretary Humpnrey. There is not any question about it. I think 
that transition must occur. We have had to go through it before; we 
have been through transitions, and we can go through another one. 
I think that there is no question but what the scale of living in the 
country would be higher if we did not have hundreds of thousands 
of men working in defense. 

Mr. SIEMINSKI. Can we, in this defense effort, see some silver lining 
in terms of the research benefits that might accrue to mankind out 
of these defense efforts? For instance, in the field of atomic energy 
in 1950 it seems that we were about where man was when he invented 
the wheel, speaking in terms of electronics. Supposing all of this 
expense which we have put into the defense effort had been put into 
efforts for the betterment of mankind, would the standard of living 
have been improved? As it is in the past we have made great 
mechanical and scientific discoveries through the sheer necessity of 
having to defend ourselves. 

Secretary Humpurey. Outside of the atom, and I am not even 
saying outside of the atom for any length of time, I think the develop- 
ment of the power of the atom was accentuated by rez _ of the huge 
sums of money that we spent so rapidly for defense. I do not think 
it was anything but expedited and whether you would actually make 
more progress in research with more people devoted to peaceful pur- 
suits than you would make with them devoted to military pursuits 
I am not at all sure. 

Mr. Gary. You could probably devote them to more useful 
pursuits. 

Secretary Humrnrey. Yes, I think they would probably be de- 
voted to more useful pursuits for the good of the average citizen. 


PAYMENT OF TAXES 


Mr. Sremrnsxi. We notice in France and Italy and Germany and 
even to a degree in the United States a growing rebellion against 
taxes. In France we have the Poujadist movement and its rejection 
of taxes. Perhaps it is no bigger than a cloud the size of a man’s 
hand. Here in the United States we have an important citizen 
attempting to direct a one-man rebellion against our tax system. 
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May Task, Mr. Secretary, whether you think there is enough money 
in the pockets of our people to pay the taxes that are now being im- 
posed in this sense, that one does not miud paying a tax if one has 
the money with which to pay it? Would you care to take a tempera- 
ture reading on that? 

Secretary Humpurey. Well, I think this, I think that the Ameri- 

‘an people will gladly pay whatever they believe is legitimately re- 
quired for their security as long as they ‘have confidence in both the 
integrity and the plans of the men or the group who are determining 
that very delicate question of balance between economy and security. 

On the other hand we have seen in this country a number of times 
when the people have just risen up and demanded immediate and 
rapid reduction of military forces. 

It has been to our detriment that that occurred, because at those 
times they have gone away overboard and demanded reductions far 
beyond sensible proportions, and the result has been that we have 
had expensive buildups following them again. 

I think that we can go along, as I say, as long as people have con- 
fidence in the fact that what is being asked of them is right and fair 
and reasonable and necessary, but if they get the idea that it is not, 
and if they get the idea that it is more than is justified, we are going 
to be met with demands for reduction so great that they will have to 
be met. Personally that is one of the reasons why I think we ought 
to be extremely careful to be sure we are devoting only what we must 
devote to our security programs, so that we do not get a rebellion on 
the part of the people and do not get reductions which are entirely 
unjustified, and thereby weaken the protection of our way of life. 

Mr. Steminskr. You feel that you are sensitive to that move? 

Secretary Humpurey. I think the people must be very sensitive 
to it. 

Mr. Sreminskt. I like your statement when you say that we are on 
& money incentive. This stimulates individual effort and accom- 
plishment in our way of life. It means, does it not, that in peace the 
money incentive can give us the moral equivalent of war during which 
time each of us pull together for a common gain ? 

Secretary Humpnrey. That is right. 


AFTERNOON SESSION 


Mr. Gary. The committee will come to order. 
When we adjourned Mr. Sieminski was examining Secretary Hum- 
phrey. Mr. Sieminski, you may proceed. 


METHOD OF HANDLING FOOD SURPLUSES 


Mr. Sreminskt. In relation to your activity, Mr. Secretary. cover- 
ing many activities of Government, could you give us the Treasury 
view on the food surplus proposition moneywise in this sense: Can we 
apply to that the writeoff techniques that you apply to industrial 
situations? Do you write off its value as you do in industrial situ- 
ations ? 

Secretary Humpnurey. I do not quite know what you mean. Do 
you mean the stocks of cotton and wheat and that sort of thing we 
have on hand? 

Mr. Stemrnskr. Yes 





23 





Secretary Humpnrey. Well, from the point of view of the cash 
budget they are written off and they are paid for. In other words, 

cash goes out. That does not mean they are not carried as an asset 
cad we do not have hopes of recouping from them, but the cash has 
gone out when the title comes to us. 

Mr. Stemenski. Thank you. 

Mr. Bureess. I might add that once a year they make a revaluation 
to determine what losses the Commodity Credit Corporation has taken 
in the course of the year. I think you make an appropriation to cover 
that. 


RELATIONSHIP OF ANTICIPATED INCREASED REVENUES TO GROSS 
NATIONAL PRODUCT 


Mr. Sieminskt. Could you say your anticipated increased revenues 
which make our future look brighter are because you foresee the 
growth of our gross national product ¢ 

Secretary Humpnrey. I do not know that it corresponds too closely 
to the gross national product. We have tried to estimate as best we 
could what the conditions throughout this year and next year will be 
and we made estimates of the profits and the earnings that will be 
made during those periods. The great bulk, as you know, of all our 
money comes from profits and earnings, the net; but we estimate that 
if the earnings continue we will have ‘the taxes we figure on. 


ADEQUACY OF BUDGET REQUEST 


Mr. Steminski. Mr. Canfield and you engaged in a discussion as to 
whether or not your budget request would provide enough money to 
carry on your activities, and you said “one rarely does,” if Lm: Ly para- 
phrase it. Do you have sufficient to give the public service required 
today ¢ 

Secretary Humrnrey. I think we do. I think what we have re- 
quested in this budget will provide a first-class service to the public 
in each of the fields we are responsible for, and we are testing improve- 
ments in service here and there which we hope to improve on later, 
but I think we can render first-class service in every field. 

Mr. SteminskI. In closing, could we say that money spent in giving 
man 1 of 4 things would be ‘sound : To lengthen his life; to lessen the 
pain he suffers in life; to make him feel he is more creative and less 
wasteful? If money spent by the Government or by the individual is 
spent in the ac hievement of any of those four goals, would we not go 
in the direction you have stated in your st: itement? Ine identally, I 
liked the presentation of your statement in that it seemed geared to 
an individual’s life. 

Senator Humpnrey. If we can afford it, yes. Just so long as the 
amount you spend is within your means. 

Mr. Stemrnskr. And the men who regulate the flow of money today 
are doing it on the formula of the needs of life # 

Secretary Humpnrey. As nearly as we can. 








SERVICES OF MR. ROSE 


Mr. James. First I would like to express regret that Mr. Rose is 
leaving the Treasury Department. The fact that my statement is 
brief is no measure of its sincerity. 

Mr. Rosr. Thank you. 


FACTORS INFLUENCING A BALANCED BUDGET 


Mr. James. Mr. Secretary, this morning I understood that you took 
into consideration expected revenues in saying we were nearing a 
balanced budget. 

Yesterday the census of new automobiles manufactured but not 
sold was published. You probably saw it? 

Secretary Humpnrey. No. 

Mr. James. I cannot give you the exact figure but it is the highest 
in history. 

Secretary Humrnrey. The unsold stock? 

Mr. James. Yes. It was almost 214 times what it was on the Ist 
of January last year. The automobile industry being one of the largest 
in the national economy, do you see anything in that situation that 
might cause a depreciation in the sources of revenue for next year so 
far as taxes are concerned ? 

ees Humenrey. Yes; there is a possibility of it. 

Mr. « James. There is a possibility of it? 

Secretary Humpnrey. If this model does not meet with public favor 
and if it does not move in reasonable volume, it means the automobile 
companies will have to move forward with perhaps an earlier presen- 
tation of the next model, and with increased expenditures in doing so 
they will make less money. I am talking about the industry as a whole 
and not 1 or 2 companies. I am talking about a great wide industry. 

Mr. James. But that industry has a lot of independent industries 
associated with it? 

Secretary Humpnurey. That is right. It would be felt throughout 
the economy, not necessarily disastrously but it would be felt depend- 
ing on the degree to which it took place. 

Mr. James. If such a thing should happen we would probably have 
an unbalanced budget again / 

Secretary Humpnurey. Well, we might. It would depend entirely 
upon the success of the succeeding model and all of that. You can 
run into switches from period to period, as you know, but if our econ- 
omy remains sound you might have some months of reduced earnings 
that would be made up by increased earnings in other months. 


FORD MOTOR CO. STOCK 


Mr. James. As you know, it has been announced that 10 million 
shares of Ford Motor Co. stock will come on the market. 

Secretary Humpurey. Yes. 

Mr. James. That might take a lot of money out of savings bonds 
and savings accounts in banks because there will be a lot of people 
who will jump in and buy that stock in the belief that because a few 
people made big profits in Ford years ago, they can buy stock today 
and do likewise. 
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Do you think that will have any effect on the normal purchases of 
the small Government bonds? 

Secretary Humpurey. It might have some effect. I would not an- 
ticipate it to be big. There is going to be a very wide distribution of 
the stock. Nobody should make the mistake that you have indicated 
of being misled in the way you have indicated. 

Henry Ford made a very excellent statement, I thought, advising 
everybody of just exactly what it was they were buying and just what 
the prospects with respect to it were, and my guess is that with the 
price that will be put on it and all it is probably a good investment that 
will be absorbed like other good investments, and probably a good 
deal of the preparation for switching from one thing to another has 
already taken place. So I would guess that a lot of that is already 
behind us and that we will not feel any disruptive effects from it in 
any way. 

Mr. James. I asked the question because I happen to know some 
people, who should not be in that sort of investment at all, who are 
unxlously waiting for it. 

Secretary Humpurey. I am sure you are right that there will be a 
large number of people, but probably not a large amount of money. 

Mr. James. Those are people who, to a large extent, would be buying 
350 bonds. 

Secretary Humrurey. To some extent, yes, and to that extent the 
sale of bonds will be affected. 


SERVICES OF MR. ROSE 


Mr. Murray. As a freshman member of this committee I would 
like to add my regrets that the Government is going to lose the capa- 
ble services of Mr. Rose, and I would like to wish Mr. Rose every 
success in his new venture. I am sure from my observation of Mr. 
Rose that the Government’s loss is the gain of whatever endeavor 
he is going into. 

Mr. Rose. Thank you. 


DESIRABILITY OF A BALANCED BUDGET 


Mr. Murray. I certainly join with other members of the committee, 
and I think everbody does, in the thought that it would be a wonderful 
thing if we could achieve a balanced budget this year; and I certainly 
join Mr. Canfield in his remarks that Members of Congress ought to 
attempt in their actions to achieve this end by legislating with re- 
spect to the demands made upon Government in accordance with 
revenue. But I think also that the administration in administering 
the legislation authorized by the Congress, ought to follow a similar 
policy and not let the people expect that their demands will be satis- 
fied if in fact they cannot be eens satisfied consistent with tax 
revenues and prospective tax reductions. 


WORK BACKLOGS 


In this connection, I have this question: I noticed last year in a 
number of the subdivisions of the Treasury Department that they 
were building up backlogs of work and that they contemplated with 
last year’s budget these backlogs would continue. With this year’s 
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budget, can we expect that this backlog will be reduced or done away 
with ? 

Secretary Humpurey. That will vary with the backlogs. Some 
of the backlogs have had some very appreciable reductions. You will 
get into that as you get to the various departments. In others there 
have not been as m: iny reductions as you would like to see. The ones 
that are slow are the ones we are paying particular attention to and 
where we are mi as a tests to see what we can do about making further 
inroads in them. I do not know how much progress we will make 
with it, but we are very hopeful. Progress has been made in some 
of the backlogs in the Internal Revenue Service, and in others such 
progress has not been made. Where progress has not been made we 
are “making tests there particularly to see whether we can devise 
some means of reducing those backlogs. 

Mr. Murray. In connection with the requests you are now making, 
do you anticipate any backlogs developing / 

Secretary Humpnrey. Any increased backlogs? 

Mr. Murray. Yes. 

Secretary Humpurey. We ought not to if we can get the efficiency 
that we expect. 


PURCHASE OF TREASURY CERTIFICATES BY FEDERAL RESERVE 


Mr. Mvurray. The final question I have, Mr. Secretary, which 
deem is of a general nature but may be of a specific nature, arose as 
a result of a publication that came to my office. The publication 


stated that in the latter part of last year— 

the Federal Reserve purchased $167 million Treasury certificates, undoubtedly 
the new 25's of December 1956 on a when-issued basis while the exchange books 
were open. 

The article indicated that the reason for the purchase was not dis- 
closed and was contrary to an established practice of the Treasury 
Department. I was just wondering if you knew what the reason for 
it was and what the result was? 

ee Humrnurery. [| think it was just in the ordinary course of 
business. I do not think there was anything unusual or very special 
about it. Mr. Burgess may be able to tell you about this particular 
thing. 

Mr. Mcrray. Would Mr. Burgess be a more appropriate person to 
ask about that ? 

Secretary Humpurery. I think so. 

Mr. Burerss. The Federal Reserve, as you know, is in and out of 
the market for securities in the effort to keep an even keel in the 
economy, to either increase or decrease the load on the banks so that 
they will be freer to lend or a little tighter. They have been follow- 
ing a firm money policy over this year because things are moving pretty 
fast and they wanted to hold them back a little bit. They ordinarily 
deal mostly in Treasury bills. In December they increased their 
discount rate. The market had been very tight. They found when 
we did our financing that they needed to go into the market a little 
more than usual to keep things on an even keel, and they decided to 
buy a few of these certificates, That was not a matter of deep-seated 
policy. It was a little variation of what they had been doing, but 
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the Chairman of the Federal Reserve Board, Mr. Martin, has always 
said they would hold themselves flexible to meet situations as they 
arose, and that was one of those situations. 

Mr. Murray. According to this article, this particular purchase by 
the Federal Reserve Sy stem was contrary to principles established 
by the Federal Reserve, the principles established being: (1) Open 
market operations were to be confined to “the short end of the mar- 
ket”; (2) During Treasury financings the Reserve would not purchase 
matur ing issues to which an exe hange was offered. 

But this article went on to say this was actu: uly something that 
occurred contrary to these principles and that there was not any 
apparent reason for it. 

Secretary Humpnrey. In the first. place, it is not a matter of 
principle at all; it is a matter of practice over a rather long period of 
time, and there is no reason why they should not do just “what they 
did do. 

Mr. Murray. What was the reason for doing what they did, Mr. 
Secretary ? 

Secretary Humpnrey. It is just as Mr. Burgess explained. They 
are in and out of the market right along pursuing their policy of 
stability, and there is no reason why they should be limited to one 
particular thing. 

Mr. Murray. Was this offering a customary thing? 

Secretary Humpurey. Our offering was a regular offering of re- 
funding. 

Mr. Murray. Was it a customary practice on the part of the Fed- 
eral Reserve or an unusual practice ? 

Secretary Humpurey. It is a practice I think should be pursued 
right along. I think it is the proper practice for them to pursue. 

Mr. Murray. Here is what this article went on to say: 

Every issuer of securities knows that on occasion he may be called upon to 
engage in stabilizing activities in issues already outstanding during periods 
when he is floating others. This is true of the Treasury, too. Of course, good 
pricing reduces the need for stabilizing purchases, and, in this case, the pricing 
was excellent. Yet during the period of the exchange offer, according to the 
Treasury daily statement, the Treasury purchased about $200 million of securi- 
ties. Presumably threse were the ones offered in the refunding. The questions 
are: What stopped the Treasury from completing the job? Why did the Fed- 
eral Reserve have to make purchases instead? 

Secretary Humpurey. That is just a matter of the operation of the 
market, that is all. Itisa very small part of the total job. It is just 
a matter of moving these securities in and out of the market. 

Mr. Burcess. If you are a dealer in securities or are sitting at a desk 
operating these Federal Reserve things, sometimes little matters of 
practice get to look as big as a house, whereas in the overall picture 
it really is just a matter of operating flexibility. 

Secretary Humpnurey. What article are you referring to? _ 

Mr. Murray. I am referring to an article put out periodic ally by 
Aubrey G. Lanston & Co., a dealer in Federal securities which is sent 
to my office and which I read occasionally. 

Are you familiar with the sale of securities that I am talking about ? 

Secretary Humpurey. Sure. 

Mr. Burgess. Yes. 

Mr. Mvurray. Or what they are referring to? 

Secretary Humpurey. Sure. 
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Mr. Murray. Then this article is incorrect when it says it was un- 
usual or contrary to sound principles ¢ 

Secretary Humpurey. It is absolutely incorrect when it says it was 
contrary to sound principles. There is no reason why they should 
not do it when it is desirable in the light of the market. Some of 
these theoretical people have argued about whether they operate in one 
class of securities or another. It is my opinion they should be able 
to operate in any class that is desirable to meet the great demands. 

Mr. Murray. Was the article correct in the statement that this par- 
ticular one was unusual and was not done in the fashion of the others ? 

Secretary Humpurey. It all depends over what period of time you 
are talking about. They had not done it for some little time because 
there had been no occasion for doing it for some time. It was previ- 
ously done continually. If the article indicates there was anything 
wrong or that anything was done that should not have been done, the 
article is absolutely incorrect. 

Mr. Murray. The article does not indicate there was anything 
wrong or that anything was done that should not have been done. | 
do not intend to create that impression. What the article indicates 
is that it was an unusual occurrence that has not happened for 5 years 
and the writer did not know the reason for it. I wanted to know the 
reason for it. I still am not very clear on it. It has been explained 
that it has happened and it has been explained it had not occurred 
for some time, but why it occurred on this occasion, I do not know. 

Secretary Humpurey. It was done because it was felt this was the 
best way to handle this market operation at this time. This was an 


appropriate thing to do at this time and it had not been the appropri- 
ate thing to do at some of the preceding times. 

Mr. Burcess. The Federal Reserve had just raised the discount 
rate about 10 days ahead of the time we had to do our financing and 
the market was still unsettled, so they used a little stronger tool this 
time to keep the market stable than they would have otherwise. 


ADVANCE COPIES OF PREPARED STATEMENTS 


Mr. Gary. Mr. Secretary, several members of the committee have 
spoken to me about a matter and I feel I should call your attention 
to it. There was some disappointment over the fact that your pre- 
pared statement was not delivered to the committee until this mor ning. 

I call your attention to the provision of the Legislative Reorganiza- 
tion Act of 1946 which provides that each standing committee shall, 
so far as practicable, require all witnesses appearing before it to 
file in advance written statements of their proposed testimony, and to 
limit their oral testimony to brief summaries. The act further pro- 
vides that the staffs of such committees shall prepare digests of the 
testimony for each committee member. 

The purpose of that provision is to give members of the com- 
mittee an opportunity to read the statements so that they can prepare 
their questions to propound to the witness when he appears before 
the committee. 

Since your statement was not received by this committee until this 
morning, the members of the committee did not have an opportunity 
to carry that out. 
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Secretary Humrurey. I know of no reason why it should not be 
‘arried out, and if you will tell us when you want them, they will be 
forthcoming at that time. 

Mr. Gary. We would like to have them 2 or 3 days in advance. 

Secretary Humrnurey. I do not know why that was not done earlier 
unless it was because when there is a pressure of things you take up 
first the things that appear to be most pressing. For example, 1 have 
six people waiting for me now and I put them off because I thought 
this was more important. 

Mr. Gary. I am calling your attention to that provision so that in 
the future you will see to it that any witnesses from your Department 
having prepared statements will file them with the committee ahead 
of time. 

Secretary Humrurey. We will follow that. I presume the trouble 
was that they could not get to me to get it finished up. 

Mr. Gary. We did not get your statement until this morning, which 
gave us no opportunity to ‘read it and to prepare our questions. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 


RAIDING PARTIES OF ALCOHOL UNIT ACCOMPANIED BY NEWSP.APERMEN 


Mr. Gary. One other thing. The committee was rather surprised 
to hear on the radio and to read in the press that a newspaper re- 
porter and photographer had accompanied one of the raids of the 
Alcohol Unit of the Department. The committee felt that that is 
liable to bring about very serious complications. 

We had a matter up before our committee, I think it was last 
year, in which an appropriation was asked for someone who was 
seriously injured on one of these raids and they wanted the Govern- 
ment to compens: ate him. It is entirely possible that a bystander or 
person accompanying a raiding party of that kind could be ser to 
injured and that it would present a question as to whether or not the 
Government should compensate that person for his injuries, and other 
questions might arise. 

Is that not an unusual procedure / 

Secretary Humrnurey. You are telling me something I never heard 
of before. I think somebody in the Department may know something 
about it, but I do not. 

Mr. Gary. I am just questioning the propriety of a raiding party 
going out to raid stills, which we all admit is a very hazardous under- 

taking, carrying along with them reporters and photogr aphers. 

Secretary Humrurey. I do not know, Mr. Chairman. I do know 
from watching the television that in some of the shows on the tele- 
vision newspaper reporters unearth a lot of facts. I do not know 
any more than you do about this, in fact I do not know as much as 
you do about it because you have read the article and I have not. I 
should think unless there was some good reason for it, there is no 
reason why they should acompany ar aiding yew ty. 

Mr. Gary. If there is a good reason, I think we ought to know 
about it. 

Secretary Humpurey. We will check into it and see what the reason 
was for it if it was done. I would kind of like to go myself. 
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Mr. Canrietp. Mr. Secretary, insofar as your statement about re- 
porters sometimes unearthing facts, I can testify as an old police 
reporter that that is often so. 

Mr. Gary. Mr. Secretary, we thank you. 

Secretary Humrurey. I thank you ever so much and appreciate it 
very much indeed. I just want to say once more how very apprecia- 
tive we are of the relationship between this committee and the Treas- 
ury. I think it means a great deal for the benefit of the Government 
and the citizens of this country to have a group like you who are 
working with us to get results and for no other purpose. Thank you. 


STATEMENT OF UNDER SECRETARY BURGESS 


Mr. Gary. The committee will now be glad to hear from the Under 
Secretary, Mr. Burgess. 

Mr. Burerss. Mr. Chairman, budget estimates for the Treasury 
Department appear in two main categories—first, the estimates of 
appropriations for the regular annual operating requirements of the 
Department, and second, the estimates for permanent appropriations. 
As you know, it is only in connection with the first group that we 
exercise current administrative control. The permanent appropria- 
tions are determined by statute or by other types of fixed commitments. 
The estimates for permanent appropriations, other than trust ac- 
counts, amount to $11,901 million for the fiscal year 1957. The prin- 
cipal items are interest on the public debt, $7,000 million ; refunding in- 
ternal revenue collections and customs duties, $4,113 million. The 
transfers to Government trust funds are $8,951 million. 

It will be observed from this table that the budget estimates for 
the regular annual operating requirements of the Department total 
$649.8 “million for the fiscal year 1957—an increase of $37.9 eee 
over the corresponding appropriations and authorizations for 195¢ 
However, only $13 million of this increase is being requested for in- 
creasing program operations. The larger share “of approximately 
£95 million, or 66 percent of the increase is necessary piely because 
of the pay raises authorized for Federal civilian employees by Pub- 
lic Law 94—84th Congress. 

The $13 million increase requested for program operations is about 
evenly divided between our two largest bureaus—the Internal Revenue 
Service and the Coast Guard. The reasons for these increases as well 
as an explanation of the other relatively minor changes in require- 
ments can perhaps best be presented by reviewing briefly the situation 
in each of the several bureaus. 





INTERNAL REVENUE SERVICE 


The budget estimate of $307,850,000 submitted for the Internal Reve- 
nue Service for 1957 represents an increase of about $2514 million over 
funds currently available for 1956. Of this amount, about $19 million 
is required to meet salary increases under pay legislation enacted 
during the last session of Congress. Provision is made for the normal 
year-to-year salary increments and promotions, so that the funds re- 
quested will permit continuation of the same complement of personnel 
as is available this year. Other increases include a request for a 
small number of additional personnel to augument the staff in legal, 
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tax rulings, and foreign-tax work; increased travel allowances au- 
thorized by Congress last year; and for an equipment replacement 
program. 

The Service has expanded its audit coverage during the past year, 
and has continued to increase revenue collections through its enforce- 
ment efforts. With the funds requested for 1957, it will continue its 
efforts to obtain maximum realization of taxes from the revenue laws, 
and to provide for an effective and equitable administration of those 
laws. The Commissioner of Internal Revenue will give you the de- 
tails of the estimate when he appears before you. 


BUREAU OF CUSTOMS 


The 1957 estimate for the Bureau of Customs is $44,500,000. Aside 
from pay increase costs of $2.9 million, the additional amount of 
$400,000 requested is necessary to meet the increased cost of personal 
services in 1957 so as to maintain the 1956 level of employment; to 
finance additional examination of foreign mail; and for greater Sun- 
day and holiday coverage on the ¢ ‘anadian and Mexican borders. Esti- 
mated revenue increases totaling nearly $1 million, which are ex- 
pected to result from the incre: ised mail examination, will more than 
offset all of the additional expenses for which new funds are 
requested. 

During the past year liquidation backlogs have been further reduced 
to near minimum levels, and additional steps have been taken to facil- 
itate the processing of goods and passengers through customs. With 
importations and collections running more than 20 percent above the 
compares able period last year, Customs faces the probability that 1956 
and 1957 will bring alltime record highs in merchandise, carriers, and 
persons to be cleared. 


BUREAU OF ACCOUNTS 


The 1957 appropriation estimates covering the administrative ex- 
penses of the Bureau of Accounts amounts to $19 ,190,000, which, when 
compared with the current year appropriation, reflects an increase 
of $930,000. This increase is to cover the cost of recently authorized 
salary increases amounting to about $500,000, and the balance is to 
provide for the cost of processing and cost of postage of 11.4 million 
additional check payments. T his increase will also provide eight posi- 
tions for improving operations relating to the central accounting and 
reporting functions of the Department, , the Federal depositary sy stem, 
and the Dep: irtment’s internal audit program. 


BUREAU OF PUBLIC DEBT 


The estimate for the Bureau of Public Debt is $45,500,000, including 
$5,124,700 for the United States Savings Bonds Division. The total 
requested i is about $100,000 less than estimated requirements for 1956, 
excluding the cost of author ized salary increases. 

The Bureau is processing during the current fiscal year a consider- 
ably larger volume of wor k than had been envisioned at the time the 
1956 budget estimate was presented last February. In fiscal 1957 it 
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is estimated that the sales of savings bonds will be up about 3 million 
pieces over the currently estimated 1956 volume, and the redemptions 
will be approximately 41% million fewer. The processing of the addi- 
tional volume during 1956 over the volume originally presented to the 
Congress last year has been made possible in great part by the savings 
resulting from improvements in management. 

At present, the Bureau is exploring the possibility of the applica- 
tion of new developments in the field of electronics as they may be 
applied to the processing of savings bonds. Last July, preliminary 
discussions were held with interested companies in an effort to de- 
termine whether all or certain phases of the Bureau’s work relating 
to issuance and retirement of savings bonds might be performed more 
economically and expeditiously on electronic data-processing equip- 
ment Which is now, or may in the near future become, available for 
use. Representatives of the Bureau of the Budget, the General 
Accounting Office, and staff members assigned to your committee, 
in addition to Treasury personnel, attended these discussions. A1]- 
though studies in this field have not advanced to a stage where 
budgetary implications for fiscal 1957 can be taken into consideration, 
it is the intention of the Bureau to cover the matter in the least 
possible time consistent with doing a thorough job. 


SAVINGS BONDS PROGRAM 


The savings bonds program plays an important role in the Nation’s 
economy and in Government financing. Iam glad to be able to report 
that the holdings of our people in series E and series H bonds are 


at an alltime ae of $40 billion cash value. 


Through the savings bonds program, many people have become 
systematic and substantial savers for the first time in their lives. 
It is a national thrift program which has paid impressive dividends 
in helping to keep our economy healthy and strong. 

With the active support of the many thousands of patriotic, public 
spirited volunteers who give the Treasury their time, their energy, 
and their influence to sell savings bonds, we are setting a sales goal 
for 1956 about $250 million higher than sales in 1955. 

We had a goal in 1955 of $514 billion, and we came within $150 
million of the goal. We were just a little shy of it. The sales in the 
Jast 2 or 3 months fell off a little. I think it had something to do 
with the fact that retail sales were very high and house building 
was high, and people were using their money. They spent a little 
more than they were putting on the savings side. 

Mr. Gary. For Santa Claus? 

Mr. Bureess. I think so. 


OFFICE OF THE TREASURER OF THE UNITED STATES 


The Office of the Treasurer of the United States is requesting for 
1957 the sum of $15,125,000 which, after taking into consideration 
the indicated additional appropriation requirements for the pay in- 
creases authorized by the last Congress, is $100,000 less than ap- 
propriation requirements for the current fiscal year. Approximately 
66 percent of the total amount of the estimate or $10 million is for 
the purchase and shipment of United States paper currency. 
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The funds provided for this purpose in 1956, together with those 
requested in the 1957 budget, assume a reduction in | the reserve stock 
of paper currency. We are, however, providing better distribution 
through the country, and so we think the amount available for any 
emergency is just as good as it was. The reserve stock was largely 
held in Washington before, and we are reducing that. The balance 
of the funds requested represents requirements to process the millions 
of financial transactions involved in the day-to-day business life of the 
Federal Government and the public generally. The volume of these 
transactions is largely outside our administrative control. 

Under present procedure, the Treasurer and the Federal Reserve 
banks acting as agents are paying approximately 350 million checks 
annually, all checks subsequent to payment being forwarded to the 
General Accounting Office for reconciliation with check issue data. 
After a 2-year study by the Treasury, General Accounting Office and 
the Bureau of the Budget, formal arrangements are now in process of 
completion to provide “facilities in the Office of the Treasurer to ac- 
complish both the payment and reconciliation of all checks drawn on 
the Treasurer by the use of high-speed electronic machines. It is esti- 
mated as already stated, that “the adoption of this system will result 
in a direct savings of approximately $134 million as well as a possible 
decrease in expenditures by the Feder: al Reserve System, thus pro- 
viding an increased return to the Tre: asury of $500,000 or more a year 
from Federal Reserve System earnings. This move represents an 
outstanding example of how agencies ‘of the Government can work 
together in wholehearted cooperation to bring about savings in the 
cost of conducing the Government. 

It was not possible to accomplish final approval and release formal 
notice of our agreement to adopt this change in procedure until sub- 
sequent to the hearings on the Treasurer’s 1957 estimates before the 
Bureau of the Budget. As a consequence, the Treasurer’s estimate for 
1957 has not been prepared for presentation on this basis. However, 
it is hoped that the funds requested will be sufficient to make this 
change. 

That is, the additional cost of instituting the change may be offset 
by the beginning of some return from the better efficiency of the 
change. Of course, in the long run, it is going to be of great benefit. 


BUREAU OF ENGRAVING AND PRINTING 


No appropriation is requested for the Bureau of Engraving and 
Printing for the fiscal year 1957, since the Bureau conducts all of 
its operations on a completely reimbursable basis, as authorized by 
Congress in 1950. 

It is anticipated that the volume of work to be delivered during the 
fiscal year 1957 will be approximately the same as that estimated for 
1956. However, since the fiscal year 1954, substantial decreases have 
taken place in the requirements of the Treasury and the Federal 
Reserve banks for currency which, from the standpoint of operating 
costs, is the largest. single item manufactured by the Bureau. These 
reductions in program requirements together with the economies being 
effected in operations as a result of the modernization program con- 
tinue to have considerable impact on employment in the Bureau. 
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The Bureau is continuing the prosecution of the second phase of 
its modernization program which was begun during the fiscal year 
1955. One of the main objectives of this particular program is the 
development of suitable press equipment to allow the printing of 
currency 32 subjects to a sheet instead of 18. The success of this 
project will represent primarily improvements in quality, increased 
production, and reduced processing costs. 


BUREAU OF THE MINT 


The estimate for the Bureau of the Mint for fiscal 1957 is $3,650,000, 
the same amount appropriated for 1956. The demand of the public 
for coins, which has been low, has increased sharply during the current 
fiscal year, necessitating overtime operations within the limits of avail- 
able funds. Inventories of coins in the mints and Federal Reserve 
banks are low. The mint will continue to produce as many coins as 
possible to meet a continuing demand, and to restore inventories. 

The Philadelphia Mint has contracted for improvements to modern- 
ize melting and rolling equipment, which will increase capacity and 
reduce unit manufacturing costs. It is planned to complete these 
improvements in the fiscal year 1957. 


UNITED STATES COAST GUARD 


The estimates for the Coast Guard total $202 million for 1957. 
The general level of operations planned for 1957 is essentially the 
same as for 1956, the only significant change being the operation of 
additional loran stations to be added to the present loran system. 
These implement the Joint Chiefs of Staff program for greater loran 
coverage, and the cost of construction is included in current Depart- 
ment of Defense appropriations. 

The increase in the 1957 estimate over 1956 appropriations amounts 
to $6,947,000, which results primarily from operating additional loan 
stations; civilian pay increases authorized by Public Law 94; more 
military personnel separations on expiration of enlistment, with con- 
sequently higher expenses for recruiting and training replacements; 
small increases in the reserve training and capital construction pro- 
grams; and a larger number of retired personnel. As before, the 
cost of the ocean station program is being budgeted by the Department 
of Defense. 

The Commandant of the Coast Guard is prepared to discuss these 
items and other phases of the estimates when he appears before you. 


BUREAU OF NARCOTICS 


The estimate for the Bureau of Narcotics for 1957 is $3,250,000 or 
$260,000 over the appropriation for the current year. Of this in- 
crease, about $154,000 is for pay-increase costs as a result of Public 
Law 94. The balance will be used to employ 15 additional narcotic 
agents and 4 clerks. 

That, Mr. Chairman, replies to a question which was asked earlier. 

These additional employees are needed to reduce the current back- 
log of cases and to step up the investigation activity against those 
individuals and organizations that distribute the large quantities of 
illicit narcotics amongst our States and cities. 
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SECRET SERVICE DIVISION 


For the Secret Service, White House Police, and Treasury Guard 
Force, we are requesting $4,520,000, an increase of $492,000 over the 
1956 appropriation. Over half of the increase, or $261,500, will be 
required to cover the increase due to changes in pay scales authorized 
by Congress and not included in the regular appropriation for 1956. 
The balance of the increase is requested to maintain the 1956 level 
of employment plus 25 additional agents with related expenses, neces- 
sary to cope with the increasing number of check and bond forgery 

cases pending investigation, and to replace old equipment meeting 
repiasbeed qualifications. 

The Secret Service received 43,990 cases for pane saga in 1955 
as compared to 41,363 in 1954, an increase of 2,627 cases. Although 
10,627 cases were closed in 1955 as compared with 37,412 in 1954, 
this Service had a backlog of 18,585 cases at the beginning of the fiscal 

vear 1956. Based on the current receipt of cases it is estimated that 
the backlog will increase to 19,620 at the beginning of the fiscal year 
1957. 

That is one case where we do have a little more backlog in our esti- 
mates than we start the year with, not very much, but one we are not 
satisfied with. 

During the past fiscal year, $1,027,179 in counterfeit notes and 
coins was confiscated as compared to $355,299 in 1954, representing 
an increase of $691,880. Through effective enforcement in ¢ apturing 
counterfeit plants during the past fiscal year $919,722 in counterfeit 
notes and coins was seized before it could be placed in circulation. 
Due to this effective work the actual loss to the public was only 
$107,457. 

That is, as far as we can trace it. 

The requested strengthened enforcement force will enable the Secret 
Service to maintain its efficient protective assignments and further 
serve the public in combating counterfeiting, forgery and other crimes. 


OFFICE OF PRODUCTION AND DEFENSE LENDING, 


The Office of Production and Defense Lending, under the immediate 
direction of Assistant Secretary Robbins, encompasses the activities 
which became the responsibility ‘of the Sec retary of the Treasury under 
the provisions of the RFC Liquidation Act and related Executive or- 
ders. These activities include administration of the Federal Facilities 
Corporation, the liquidation of the Reconstruction Finance Corpora- 
tion, and the lending programs conducted under title III of the De- 
fense Production Act and section 409 of the Federal Civil Defense Act. 

All of the activities named are financed from income or from funds 
previously made available rather than annual appropriations. How- 
ever, under the Government Corporations Control Act, the activities 
are subject to annual limitations on the amount of available funds 
to be used for administrative expenses. The limitations requested 
for these activities in 1957 total $1,310,000, a reduction of $1,065,000 
from the $2,375,000 authorized for fiscal year 1956. 

The 1957 estimates for the Federal Facilities Corporation provide 
for cleanup activities in connection with the Government’s synthetic 
rubber sok tie programs. ‘The program to dispose of the synthetic 
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rubber facilities has been completed, except for the plant at Institute, 
W. Va. A contract for the sale of this plant has been negotiated and 
is now before the Congress for review. 


LIQUIDATION OF THE RECONSTRUCTION FINANCE CORPORATION 


The liquidation of RFC is being carried out as expeditiously as pos- 
sible consistent with maximum recovery of the Government’s invest- 
ment. At the same time, every reasonable consideration is given to 
the borrower and the community in which his business is located. 
The estimates for the liquidation of RFC anticipate total budgetary 
receipts of more than $186 million during fiscal years 1956 and 1957. 
Realization of this amount will reduce the Government’s investment 
in RFC programs to about $72 million by the close of fiscal year 1957. 
Those, of course, are estimates. Things could happen to vary those 
estimates either way. 

Of that investment $54 million will be in the assets acquired under 
RFC’s former lending programs, and the balance in assets remaining 
from liquidation of terminated World War II programs. 

Following the recommendation made by the Appropriations Com- 
mittee last year, new loan activity under the civil-defense lending 
program Was discontinued at the start of the current fiscal year. The 
budget does not provide for any new activity under this program in 
fiscal year 1957. 

In connection with the hurricane and flood disasters of last August, 
the President authorized the use of the Defense Production Act lend- 
ing authority to aid in the reconstruction and replacement of defense 
production facilities’ destroyed or damaged in major disasters. A 


number of new loan applications were processed and approved under 
this program. 

Wherever possible, the loans previously made under both the Civil 
Defense and Defense Production Acts are placed with private financ- 
ing institutions or refinanced. 


ADMINISTRATIVE OFFICES OF THE SECRETARY 


The estimate for 1957 for the Administrative Offices of the Secretary 
is in the amount of $2,922,000, an increase of $242,000 over the current 
appropriation. This increase includes funds for the following: (1) 
$173,000 4? the salary raises authorized by Public Law 94. 84th 
Congress; (2) $51,900 for the cost of steam furnished to the Main 
Treasury Buildine and Annex, which in prior years was furnished 
by General Services Administration without cost—a corresponding 
reduc tion is being made in their estimates; (3) $4,500 for an increase 
in electric current rates; and (4) a net increase of $12,600 in personnel 
services costs to enable the Office of the Secretary to maintain its level 
of employment which would otherwise be reduced. 

As already mentioned, the work of the Office of Production and 
Defense Lending is directed by an Assistant Secretary of the Treasury. 

It is my judgment that continuation of this post for the year 1957 
will best serve the interests of the Government. 

Further liquidation of the RFC assets, as well as direction of the 
other activities of the Office of Production and Defense Lending, 
should as heretofore have the direct, continuous attention of a ranking 
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Treasury official, preferably one with experience and standing in the 
field of banking. 

Much progress has been made, but there are many problems still to 
be worked out. 

Whereas fixed liquidation payments will amount to only about $52 
million during the fiscal years 1956 and 1957, our estimates anticipate 
collections of nearly $162 million contingent on sale of loans and secu- 
rities to private institutions and upon arrangements for refinancing. 
Such negotiations require the services of a person equipped by expe- 
rience and official position to deal with the senior executives of banks, 
insurance companies and investment houses. 

The RFC loan pool also requires the continued attention of the 
Assistant Secretary. The establishment of this pool and the accom- 
panying arrangements with banks to service the hundreds of loans in 
the pool made it possible for the Government to save several millions 
of dollars in administrative costs. 

Aside from such requirements as these, the Treasury Department 
has a need in other respects for an officer experienced in loans and 
credits. For instance, the Assistant Secretary has been delegated to 
serve in the Secretary’s stead as an ex officio member of the Loan Policy 
Board of the Small Business Administration. This is the statement 
which we submit for your consideration. 

Mr. Gary. I do not want to prevent any member of the committee 
from asking any questions that he might have, but I suggest that since 
the statement of the Under Secretary is broken down into the various 
bureaus, we would probably save time if we would withhold questions 
relating specifically to any bureau until we reach the presentation of 
the bureau’s request. If anyone has any general questions that he 
would like to ask Mr. Burgess at the present time, he may do so. 


INVESTMENT IN GOVERNMENT BONDS 


Mr. Sreminskr. Although my questions might seem theoretical I 
wish to ask a few. I know how practical these gentlemen are. It was 
quite revealing to me when you stated that this great investment in 
bonds by our people has helped to stabilize our economy. Do you know 
whether on the world front men of finance like you and the Secretary 
are making similar efforts to have that sort of bond buying take place 
among the ‘people of Europe and on the other continents ? 

Mr. Burcess. I have been around a good deal, and I have asked that 
question wherever I have been because I am very much interested in 
it. A great many countries have such programs. The British, for 
example, have a program of savings bonds, and it is somewhat similar 
to our own. The French have one not quite of the same pattern, but 
nevertheless it is a savings program, and also the Italians, so it is really 
quite general. I think we do it better than some of the others. 

Mr. Sreminski. Is it true, Mr. Secretary, that only United States 
citizens can buy our Government bonds? 

Mr. Burgess. Oh, no; anybody can buy them. 

Mr. StemiNskt. Foreigners can buy them / 

Mr. Burgess. Yes, sir. 

Mr. Steminski. In this connection I have in mind just one problem. 
There seems to be a controversy on this Aswan Dam in Egypt. One 
reads if we do not help to finance it the Russians will, and we are told, 
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as Congressmen, that that is going to be the nature of the game. If we 
do not finance it the Russians will. I know that is the practice in 
salesmanship—frighten the prospect. Through the World Bank and 
other financing programs is there not available enough money to keep it 
out of that sort of a political complication ? 

Mr. Buregss. I think that there is, Mr. Congressman. The World 
Bank is available in that particular case. They have had a mission 
over there going into it, and they have been exploring the thing 
thoroughly. They have been discussing it with the Egyptians. Of 
course, the World Bank functions in the currencies of many nation- 
alities, of the 58 countries that are members of it, so that if they want 
to borrow some francs, Italian lire, or sterling some of the bank’s loan 
could be in that form. So that really is a good way to bypass this 
direct competition between ourselves and the Soviet. Of course, you 
will never get away from some competition, economic competition 
with the Soviet. You cannot avoid that. 

I am told that I did not state correctly the answer about selling 
savings bonds to American citizens. They are sold to American 
citizens or any people residing here. We do not sell them abroad, 
except to American citizens. 

Mr. Sreminsxt. The purpose of my question was to develop that 
information and then find out if a foreigner in Egypt who is inter- 
ested in this dam or some person in India learns that he as well as 
people in America can buy bonds from our Government he may won- 
der whether he as an Indian, or, he as an Egyptian, cannot send what- 
ever he may be able to send to Uncle Sam or some other place and 
start reaping this profit that he reads about in America. 

Mr. Burcess. Of course, the savings bond is the only one where 
there is any limitation. That is a oo. bond. Take for in- 
stance, a 3-percent bond sold this past year, that is a bearer bond. 
You can buy it in registered form or in deter form. An Egyptian 
or Italian can buy that bond. We do not sell them abroad, but if he 
gets the dollars over here he can buy them. 

Mr. Steminskt. Do you feel that our Treasury Department is get- 
ting its licks in on the world front in terms of the message that other 
branches of life in America are getting their licks across? For ex- 
ample, in the United States Information Agency Service they will 
talk about our schools, and in Profile of America, you will read many 
flattering and stirring sentiments on why we behave as we do. 

I wonder whether your story in Treasury with our people is getting 
across to the people abroad so that public opinion in the world can 
force governments abroad to do for people there what we do here. 
Are you up to date in that approach ? 

Mr. Burcess. I have had a good deal of contact with it. Several 
years ago I was chairman of the monetar vy committee of the Interna- 
tional Chamber of Commerce, and we made a report that went to all 
of the different governments and that had very wide international 
distribution. Of course the kind of thing we talk about in finance 
reads a little different from the thing that a farmer in Iowa receives on 
the news agency’s broadcast, but T do think that our ideas about 
financing have had very wide international circulation, and it is a 
very interesting thing that Europe has swung, since the war, back to 
ideas of sound money, balanced budgets, and honest money, very 
much along the line we have been talking of. 








39 


Mr. Steminski. There is the story or approach of this little woman 
away up in the mountains of a country in Europe who said, “I would 
like to have a wishing book.” One of the Americans said, “What do 
you mean?” She said, “I cannot afford electricity, nor do I have 
light after dark and I cannot read as I never went to school, but I 
can look at a picture and wish for that.” She was talking about a 
catalog that showed things she could make, if only someone would 
vive her a design, whether it was a garment or a fixture of some sort. 
She labeled it a “wishing book.” I wonder if a story on America 
in finance has gotten across to people abroad so that free enterprise 
with its money incentive will yet be the story of the century, in spite 
of its temporary setback in the early thirties and the war that followed. 

Thank you, sir. 

Mr. Burcess. That is very important. 


PURCHASE OF TREASURY CERTIFICATES BY FEDERAL RESERVE 


Mr. Murray. I wanted to develop the matter I was discussing 
with Secretary Humphrey further. I did not want to presume upon 
the Secretary’s time. With respect to this purchase of Treasury 
bonds on a when-issued basis of the Federal Reserve, is it not the 
policy of the Treasury Department, and has not the Treasury De- 
partment prided itself about allowing federally issued bonds to 
stand on their own feet in the market ? 

Mr. Burcrss. That is right. 

Mr. Murray. Was not this purchase a departure from that policy / 

Mr. Burgess. No; I do not think it really was. I have been in this 
game for a long time. A good many years ago I was operating the 
Treasury desk in the Federal Reserve Bank of New York, and so 
I have seen it through a great many years. 

The facilities of the Federal Reserve System over that stretch of 
years have been abused from time to time. ‘That is, the Treasury at 
times in the past tried to use the Federal Reserve System too much, 
so that the Federal Reserve System was not independent of the 
Treasury. 

One of the principles that we asserted when we came in was that 
the Federal Reserve was going to be independent and was to be 
able to act for what it regarded as the public interest rather than 
simply to back up the Treasury in whatever the Treasury wanted 
to do. 

One of the ways of doing that was to make sure that whenever we 
put out a security issue that it bore a rate in the market so it could 
stand on its own feet as a fair buy. I think we have done that, as 
Mr. Lanston mentioned in this article. This issue was properly 
priced. I think while maintaining that principle we recognize that 
markets are very sensitive, erratic, and flexible things, and there does 
come a time in markets when the Government. with its tremendous 
transactions in throwing large amounts of securities in at one time, 
and withdrawing money at another time, raising the discount rate, or 
selling securities has such a tremendous influence on the market that 
it must at times cushion the market from the force of those blows. 
Ever since I have had anything to do with the Federal Reserve System, 
and that is a good many years, the Federal Reserve System has recog- 
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nized that responsibility. On the occasion, while maintaining its 
integrity and its freedom to make its own decisions, the Reserve Sys- 
tem ‘recognized they had a situation in the m: arket, just hit with an 
increase in the discount rate and under tremendous demand for funds, 
where if you just left the market to itself you would have had a 
danger of the market getting a severe decline, and the Treasury issue 
not being a real success; they, therefore, bought a few securities 
simply to take the excess load of securities out of that market. 

Mr. Murray. What the Federal Reserve System was doing was 
bolstering that particular issue at that particular period. 

Mr. Burcess. That is right. 

Mr. Murray. Would it be correct to say that one of the reasons for 
that occurrence would be because you faced a situation, where, because 
your tax receipts did not meet with your expenditures vou did not have 
an adequate cash reserve ¢ 

As a matter of necessity you were required to do that; is that 
correct / 

Mr. Burcess. Yes. We were operating in the second half of the 
calendar year with an unbalanced budget. We had to sell a lot more 
securities than were redeemed. We had to pull out of the market a 
lot of money. 

That is partly due to the fact that our tax receipts are so uneven. 
They come in the first half of the year and not the last half of the 


year. 

~ The legislation that you gentlemen approved will gradually cor- 
rect that. The strain on the market was partly 8 to the big demand 
of money we had at that time both for the Government and _pri- 
vate use. It was partly due to the Federal Reserve policy under 


which they raised the discount rates shortly before the Treasury 
financing. 

It was a combination of circumstances which made a situation where 
it was desirable to back up the market a little and see that it did 
not get soft and sloppy and disturb confidence. 

Mr. Murray. But in what you would consider a sound monetary 
and budgetary principle, that occurrence would not happen; is that 
correct, if your tax receipts remain in a surplus condition rather than 
a deficit ? 

Mr. Burcess. It is much less apt to happen. But that is only one 
of the causes of these things. This is a terrific country. There are 
huge swings in business, in housing, in the purchase of automobiles, 
and so on. We go through these great economic movements and the 
Government securities market is so large and has such an important 
influence in the money markets that it reflects all of those things. 

So the time might come when due to other causes it is wise for the 
Federal Reserve to step in and buy some securities. 

It is partly a relative matter. It is partly a matter of judgment, 
but I think we can clearly keep the principle that the Federal Reserve 
acts on its own initiative, its own integrity, nevertheless at times will 
intervene in the Government security “market. 

Mr. Murray. If we had the situation where our tax receipts were 
ata ah would there be any necessity for departing from that 
principle ? 

Mr. Burcerss. There might be at times. Suppose, for example, 
we even ran a surplus, suppose the Federal Reserve thought the situ- 
ation was running away, suppose they raised the discount rate from 
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214 to 4 percent, I can conceive of a situation then even though we 
had a budget surplus where the Government securities market would 
just fall out of bed. 

You would expect it to go down, but you would want to keep an 
orderly market where somebody who had securities could always sell 
some at a price. 

So there are a number of situations that might bring this about. 

I am glad you raised the question because it has been a very 
interesting development. 

Mr. Murray. The final point that I would like to make is this: 
Now, next year we have been given the hope that there is going to be 
a balanced budget. As am: utter of fact, I think that we now have a 
surplus, insofar as this one year’s operation is concerned, 

Mr. Bureess. A little baby one. 

Mr. Murray. In that event, as far as the need for selling our bonds 
on a when-issued basis insofar as it pertains to deficit financing, you 
do not foresee happening next year; is that correct ¢ 

Mr. Bureess. I think it is much less likely to happen. I wouldn't 
guarantee it; strange things happen. 

Mr. Gary. If we had a substantial drop in the value of our bonds, 
the solvency of a great many banks and insurance companies in this 
country would be involved; is that not true, sir? 

Mr. Burcess. Well, I think that would be easy to exaggerate. They 
would be affected, but the banks largely hold short-term obligations. 
The average maturity of the Feder al securities in the bank, | suppose, 
would run not over 4 vears. You take a 4-year obligation and you 
can have quite a drop in the market, quite a change in the interest 
rates and the effect on the price of that security is not very big. 

Then again the banks all have undivided profits and surpluses, re- 
serves of some sort, to cushion them. You can get a test of that from 
the British situation. They, you know, in order to keep their eco- 
nomic position sound, had to institute pretty tough measures. 

They raised their discount rate to 4 percent. I think it is now 
4%. The Government bonds went down to 70, 80, to very low prices. 
Yet in one w ay or another their banks came through all right. 

Mr. Gary. The depreci iation of bonds, though, would mater lally af- 
fect practically every institution in this country that had its invest- 
ments in bonds. 

Mr. Burcess. If it was very big they would all have some book 
depreciation. 

As you know, the examiners, the Federal and State, when they look 
at the Government bonds, say there is the best security in the world; 
it Is going to be paid at maturity and we won't pen: lize the bank for 
any depreciation in Government bonds. 

All the bank has to do is hold on to it. 

The only reason they would take a loss is if they had to raise some 
money and sell the bonds. 

Mr. Gary. In view of the large percentage of investments in Gov- 
ernment bonds, it is to the benefit of the banks and also the Govern- 
ment to keep the price of bonds stabilized. 

Therefore, it is proper that any Government agency that can help 
stabilize those bonds should step in to do so. Is that not true? 

Mr. Burerss. I would like to make a distinction between keeping 
an orderly market and holding the price. It is just as bad as to try 
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to peg the price of the bonds as it is to try to peg the price of wheat 
or something else. It could be dangerous. 

The main thing is that you should have these fluctuations, which 
are bound to take place, in an orderly fashion and always have a 
market where people can buy and sell. 

And a very sharp drop or very severe drop in the Government 
market has impact all over the economy. 

So it does have to be handled with a great deal of care. It is one 
responsibility of the Federal Reserve System and the Treasury to 
watch that with great care to see what is going on. 

Now, a drop in Government bond price “took place after 1951 so 
that the 214 percent bonds went down to 90, and no serious damage 
was done. People thought it might be a serious thing. But that 
has worked out all right as long as there was an orderly market, and 
people didn’t get panicky about it. 


FINANCING AREA DEVELOPMENT 


Mr. Sreminskt. I see in the Senate that Senator Smith of New 
Jersey and other people are introducing a measure which is apt to be 
introduced into the House to create a system of financing area develop- 
ment. It might seem to run in parallel lines with the World Bank 
that operates abroad. 

In that event would Mr. Robbins or his activities assume jurisdic- 
tion over such a situation as that ? 

Mr. Burcess. That is a very interesting question because in the 
development of that whole program we have been sitting in with 
the Department of Commerce, the Department of Labor and Council 
of Economic Advisers, and Mr. Robbins has been reviewing the 
financing plans in detail with them. 

The bill as I think it is drawn, authorizes the Secretary of Com- 
merce to use in his lending operation any agency of Government that 
he wants to. The understanding is that if he does that, he will work 
with Mr. Robbins on those loans. 

So the Treasury at all times will have a finger in the pie and know 
what is going on and try to see that the loans are properly made and 
in order. 

Is that a fair statement, Larry ? 

Mr. Ropprns. Yes. 

Mr. Stremrnskr. Do you feel that you have enough money in this 
budget to take care of that contingency ? 

Mr. Burcess. That appropriation will be asked by the Department 
of Commerce. 


METHOD OF HANDLING FOOD SURPLUS 


Mr. Sreminsxi. Further implementation to another question that 
I asked Mr. Humphrey earlier in haste, is this: We built up this 
food surplus in 1950, shortly thereafter, or before, and we were ready 
to use that food. If this Korean War had not been terminated and 
if a wider conflagration had set in we would have no surplus today. 
Can we not write food off like you write a machine off and say, “Look, 
you can charitabilize it, give it away if you want, or feed the fishes 
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with it if you want, because accountingwise, it has been taken care of.” 

Food will feed hungry people. It tames wild animals. Heaven 
help us if we waste it, but with this farm program coming up, I 
wonder if we have applied the same accounting principles to the food 
surplus proposition that you apply to planes, guns, ships and tanks, 
on the balance sheet. 

Mr. Burerss. We have. 

As I have indicated, at the end of every year the law provides that 
there is a little committee that makes an appraisal of this portfolio 
of the Commodity Credit Corporation aa figures out what is the 
depreciation, and then you gentlemen make an appropriation to re- 
imburse the Commodity C redit C orporation for the loss they have 
taken. 

Mr. Sreminsx1. In order not to have to continue to pay warehouse 
charges of a million dollars a day, and without disturbing financial 
markets, could we not then use this surplus to feed the unfortunates 
of the world without interfering with markets? 

Mr. Burgess. You would be surprised how much time the many 
departments of the Government have given to trying to put that food 
somewhere. Public Law 480, of course, allows us to sell it for local 
currency and then local currency is used partly to pay the expenses 
of the American embassies. 

It is used partly to make loans back to the people in that country 
for public works and so on. It is 60 percent, 50 percent in many 

cases, really another aid program. 

So in that case you really are in a sense giving the food away. 

There are two things I think that you want to make sure of. One 
is that you do this disposal in a way that it is not going to break the 
markets. You break the markets so easily by putting it in where 
somebody gets it free and the speculator comes along and pays him 
a little for it and then dumps it on the market. 

The other point is that you want to dispose of this food so that it 
has its greatest possible human benefit, so it does not spoil people; it 
does not put them on the dole; so you use it in a way that will give the 
miximum benefit to human beings. 

Now, it is used in some of the school-lunch programs; that is fine. 
We try to find places in the world where we can put some of that food 
to advantage where it will not break the acon, We have been 
working at it tremendously. 

Mr. Steminskt. I am not on the Agricultural Committee. Mem- 
ories are short, blame is intense when it comes. I think for the record 
I would like to state that it was my understanding as of December 
1950, when our boys were in Korea, not one can of newly made food, 
from June 1950 when the war st: urted, to December of 1950 when we 
were being pushed back, had arrived in Korea. 

In other words, here we were fighting June to December, going on 
6 months, and not a can of new food coming off the production line 
had reached Korea, as I got the information from quartermaster 
people on the ground there. 

Consequently, for those first 6 months of the Korean war we must 
have depleted our military food stocks all over the world. There are 
those who say we should have gone across the Manchurian border and 
engaged the Chinese Reds. 
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With what? A food depression on our hand militarywise? With 
a food shortage we could not have fed the population in Europe and 
Asia had we got engaged in that big war. We never saw that men- 
tioned in the controversy that developed from the Korea situation. 

There was then a danger point we faced that we do not have to face 
today on the food front. 

Now that we have the food which we could have used on a world 
scale since December 1950, can we not be right enough in our expres- 
sion to tell the people, since we avoided all-out war, since that con- 
tingency is passed, we are emptying our feed bins, writing off the food, 
disposing of it so as not to break the market. 

You have considered all sorts of methods and approaches. Have 
you considered taking this food out of commercial warehouses and 
placing it on public lands in the parks or in the forests, labeling your 
locations on security maps, in the event American refugees, not for- 
eign refugees, but American refugees rooted from thier communities 
as a result of an act of God like hurricanes, floods, or even refugees 
from an act of war on our soil—need it while in bivouac, or in shelter 
in the forests or the parks? 

The 10 million civilians that occupy the metropolitan area of New 
York, New Jersey, and Connecticut may be placed in flight. Heaven 
forbid. In Germany, I am told that in World War IT Hitler placed 
his people in mountains and only those who were essential to the war 
effort stayed in cities. 

The Americans someday may have to seek refuge in our forests and 
our national parks. We may have to care for them there where there 
is wood and foliage and water and wildlife. 

Can we not start developing warehouse facilities to store this stuff 
if we develop surpluses in the future and discount it over a 25- or 
30-year period if food can last that long, and in that way handle less 
expensively our surpluses? 

T surmise in Russia if they have benefited from Korean tactics, every 
12 miles from the European border back, they have supply lines buried 
in the ground so that in the event of war there is no transportation 
problem, no logistics problem, no communication problem, just the 
problem of fighting in the attack or in the withdrawal. 

In Korea petroleum was buried in the ground. Artillery was buried 
in river beds. Can we not approach the food problem in that sense, 
using public lands, parks, and forests, so that we do not have to pay 
commercial rates? 

Mr. Burcess. I am afraid that is one I can’t answer. 

Mr. Sremrnskt. My wife happened to be one of the refugees in 
Europe who, after losing her country, took shelter in the forests of 
Austria. She was in Poland when it was bombed in 1939. Her line 
of flight was rather dramatic. It was she who told me how people 
in Europe lived under bombings and in flight. 

It is my information that many of our cities and States, especially 
where we have no forests, no national parks for refuge, are not cog- 
nizant of what they would do in the event of a disaster to the property 
of their people, nor how they would bivouac and feed them. , 

Certainly on a long-term basis, a 25- or 80-year program, we can, 
store this food without continuing to pay commercial rates for it. 

Tam sorry to go into a lecture, Mr. Secretary. 
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very interesting. 

I would like to thank you, 
I was in doubt, myself, 

Thank you. 


Mr. 


Burgess, for a very 


It was a very interesting point. 


JANUARY 17, 1956. 


SECRETARY OF THE TREASURY 


WITNESSES 


ADMINISTRATIVE ASSISTANT SECRETARY 
DEPARTMENTAL BUDGET OFFICER 
ADMINISTRATIVE OFFICER 


AND EXPENSES 


Program and financing 


Program by activities 
1, Executive direction 
2. Administration and coordination of legal services 
3. General administrative services 
4. Operation and maintenance of Treasury buildings 
5. Employee health program 


Total obligations 


Financing 
Appropriation (adjusted 
Proposed supplemental due to pay increases 


Obligations 


Object classification 


1955 actual 


1956 estimate 


1957 estimate 


$1, 104, 782 $1, 195, 300 $1, 203, 235 
290, 418 | 306, 100 | 808, 315 
64 44 936 667, 400 671, 750 





624, 400 


678, 900 


55, 744 | 59, 800 | 59, 800 

| on 
2, 648, 463 | 2, 853, 000 2, 922, 000 
) 648, 463 | 2, 680, 000 | 2, 922, 000 


by wreete 


1955 actual 





173, 000 


1956 estimate 








Total number of permanent positions 470 459 459 
Full-time equivalent of all other positions l l 1 
Average number of all employees 437 443 443 
Number of employees at end of year 431 445 445 
Average salaries and grades: | 
General schedule grades: | 
Average salary $5, 917 $6, 441 $6, 501 
Average grade GS-8.0 GS-8.0 GS-8.0 
Ungraded positions: Average salary - . $3, 313 $3, 884 $3, 904 
01 Personal services: 
Permanent positions $2, 339, 899 $2, 533, 400 $2, 555, 500 
Positions other than permanent 7, 512 3, 000 | 3, 000 
Regular pay above 52-week base - . &, 563 9, 500 
Payment above basic rates 23, 413 31, 300 | 31, 300 
Other payments for personal services , 3, 000 3, 000 
Total personal services... ....---.-- 2, 2, 580, 200 | 2, 592, 800 
OS es caso veeltear saciwegeheowce $15, 000 $15, 000 
03 Transportation of things-- Sie 
04 Communication services that enero —_ ac tins 52, 500 | 52, 500 
es eee eee ern rrr 57, 200 | 57, 200 
06 Printing and reproduction i ‘ 12, 000 | 12, 000 
07 Other contractual services- ----- ‘ , 5 16, 800 16, 800 
Services performed sil other agencies... : 60, 800 | 112, 700 
08 Supplies and materials-_. aechoenseeceda ek = , & 46, 950 51, 450 
Oe Se ca bated ancecsakesthbeakeeubehkeadeacke , 956 10, 000 10, 000 
13 Refunds, aw: ards, and indemnities.____- 345 800 800 
15 Taxes and assessments..--.-.------ sagas ete i 1, 913 | 750 750 
tod icadedbanaiudin -| 2, 648, 463 | 2, 853, 000 | 2, 922, 000 
{ 
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Budget authorizations, expenditures, and balances 


BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation - 
Transferred (69 Stat. 240) from— 
“Operating expenses, Coast Guard’’_._- eeuuens 
‘Salaries and expenses, Bureau of C ustoms”.._-_--- 


Adjusted appropriation_ : eocee 
Proposed supplemental due to pay increases 
Obligated balance brought forward 
Total budget authorizations available 
EXPENDITURES AND BALANCES 
Expenditures— 
Out of current authorizations _ _- —_ 
Out of anticipated supplemental appropr iation------ 
Out of prior authorizations__-___- 


Total expenditures- 


Balance no longer available (other than unobligate d, ‘expiring 


for obligation) - 
Obligated balance carried forward _- 


Total expenditures and balances 


Mr. Gary. 
the appropriation in 1956 was $2,680,000. 
including proposed pay supplemental, $2 

The estimate for 1957 is $2,922,000 





1955 actual 


$2, 600, 000 


44, 273 
4, 190 


1956 estimate 


$2, 680, 000 


1957 estimate 


$2, 922, 000 





2, 648, 463 


117, 642 | 


2, 766, 105 


2, 519, 002 


~ 111, 029 


2, 630, 031 | 


130, 920 


2, 766, 105 | 


The next item is the “Office of the Secretary” 
» appropriation for 1956, 


The 
853, 


,000. 





, 680, 000 
173, 000 
130, 920 

2, 983, 920 


2, 554, 490 
165, 598 
129, 420 


2, 849, 508 


134, 412 


2, 983 9: 20 


appropriation for 1956, including proposed supplemental. 
We have Mr. Parsons who will explain this request and I believe Mr. 


Parsons has a statement. 


We will be glad to hear from you at this time. 


Mr. Parson! S. 
Mr. 


Thank you, Mr. Chairman. 
Chairman and members of the committee, I wish to discuss the 


| 





3, 782, 840 
7, 402 
127, 010 


2, 917, 7, 252 


139, 160 


3, 056, 412 


for which 


an. increase of $69,000 over the 


estimates presented to you for “Salaries and expenses, Office of the 
This estimate is 


Secret iry of the Treasury, 
in the amount of $2,922,000. 


’ for the fiscal year 1957. 


This appropriation provides funds for the operation of the immedi- 
ate Office of the Secretary, his staff assistants, the Office of the Gen- 
eral Counsel, and the Office of Administrative Services. 

In addition, it provides funds for the operation of an employees’ 
health program in the District of Columbia. 

The Secretary of the Treasury is responsible for the direction and 


administration of the Department’s many and varied activities. 


These 


responsibilities include the formulation of tax and fiscal policies, the 
management of the public debt, the collection of revenue, printing of 


currency, 
Coast Guard, Secret Service, Bure 


manufacture of coins, administration of the United States 
»au of Narcotics, and Federal Facili- 


ties Corporation, liquidation of the Reconstruction Finance Corpor: 
tion, and certain lending functions under the Defense Production sik 


Federal Civil Defense Acts of 1950. 


An appropriation in the amount of $2,680,000 was provided for the 


current fiscal year. 


The estim: ite of $2,922,000 for 1957 exceeds this 


by $242,000 of which $173,000 is attributable to the recent salary in- 
creases authorized by Public Law 94, 84th Congress. 
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The remaining $69,000 consists of $51,900 to reimburse General 
Services Administr: ation for steam for the main Treasury Building 
and Tre: asury Annex formerly furnished without cost, and $17,100 
to meet an increase in rates for electric current and to maintain the 
level of employment in the staff offices which otherwise would have 
to be reduced as a result of increased personal service costs. 


LANGUAGE CHANGE 


Additional language is requested to authorize the procurement of 
services of experts as “authorized by section 15 of the act of August 2, 
1946, at rates for individuals not to exceed $50 per diem. 

Frequently it is necessary for the Office of the Secretary to use 
the services of outside experts to assist it with problems relating to 
the Department’s administration and its responsibilities in the finan- 
cial and taxation fields. On many occasions, the experts needed are 
those who are serving other agencies from time to time under the 
authority of the act of August 2, 1946, and it handicaps this Office in 
obtaining the services of the best qualified people if we cannot give 
them the same type of appointment and compensation they receive 
elsewhere. 

The authorization requested would facilitate the operations of this 
Office by permitting the immediate hiring of such experts, who, in 
most cases, will serve for short periods of time. The authority will 
be used sparingly and it will not necessitate any increase in the esti- 
mate to authorize this type of employment. 


DESCRIPTION OF ACTIVITIES OF OFFICE 


The Office of the Secretary is divided into five activities and the 
following is a brief description of their functions and responsibili- 
ties. Expenditures in each activity are kept to a minimum and 
whenever there are unanticipated additional personal services or 
operating costs, it has been necessary to keep positions vacant or 
defer the purchase of supplies and equipment so that there will be 
sufficient funds available for essential operations. 

1. Executive direction: This activity consists of the Secretary’s 
immediate office and includes the clerical and staff assistants of the 
following: Under Secretaries, Assistant Secretaries, Fiscal Assistant 
Secretary, Administrative Assistant Secretary, personnel security 
officer, analysis staff, Director of Personnel, and dep: utmental budget 
officer. 

These officials assist the Secretary in the administration and execu- 
tive direction of the Department and also coordinate departmentwide 
programs in the management improvement, budgetary, personnel, and 
security fields. 

As you know, Public Law 516, approved July 22, 1954, increased 
the number of Assistant Secretaries from 2 to 3. Funds for this addi- 
tional position were provided in the current appropriation, and as 
the Secretary indicated in his statement before your committee, the 
estimate for 1957 includes a request for funds for this position for 
another year. 


72073—56——-4 
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The services of the third Assistant Secretary are invaluable to 
the Secretary and Under Secretary in the discharge of their many 
responsibilities in the financial field. 

This official is handling the liquidation of the Reconstruction 
Finance Corporation and the additional lending responsibilities im- 
posed on the Secretary by the Defense Production and Federal Civil 
Defense Acts. 

While some of these specific responsibilities will be decreasing in 
the next few years, there will be a definite need for close supervision 
of the liquidation’ program and the administration of the defense 
landing and the rubber and tin programs. 

As these responsibilities decrease, the Assistant Secretary's services 
will be used to fill the need in the Treasury for an expert on lending 
agencies. This is a field which requires the attention of a person 
qualified to work closely with the various lending activities and coor- 
dinate their lending policies with the Government’s fiscal and debt- 
management policies. 

In view of the valuable assistance which he can furnish the Secre- 
tary and his staff, we are requesting that the funds for the position 
of the third Assistant Secretary be provided in the appropriation for 
the next year. 

The estimate for this.activity in the fiscal year 1957 is $1,203,235, 
and will provide 153.3 average positions. 

The requirements for the current year, including the cost of salary 
increases authorized by Public Law 94, 84th Congress, are $1,195,300. 

The net increase of $7,935 in the 1957 estimate will provide funds 
for 3 positions which are requested to enable the Office to maintain 
its level of employment. 

Administration and coordination of legal services. This activ- 
ty includes the functions of the General Counsel, his immediate staff 
assistants, and the legal advisory staff. 

The General Counsel is the chief law officer of the Department 
and is responsible for the administration and coordination of all legal 
services within the Treasury. In addition, this activity provides 
legal services for organizations in the Department which do not have 
such facilities. 

The estimate for this activity in the fiscal year 1957 is $308,315, and 
will provide 40.8 average positions. 

The requirements for the current year, including the cost of salary 
increases authorized by Public Law 94, 84th Congress, are $306,100. 

The net increase of $2,215 in the 1957 estimate will provide funds 
for 1 clerical position to enable the Office to maintain its level of 
employment. 

3. General administrative services. This activity operates under 
the supervision of the Director of Administrative Services and fur- 
nishes various administrative services for the departmental head- 
quarters and for certain bureaus. It coordinates and manages the 
printing, property, records, and safety and fire-prevention programs 
of the Department, : and also includes the buildings survey staff which 
is responsible for the coordination of space occupancy matters for 
Treasury organizations in the United States. 

The estimate for this activity in the fiscal year 1957 is $671,750. 
This will provide $528,750, for 106.5 average positions and $143,000 
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for the following operating expenses of the departmental headquarters 
and staff offices of the Secretary : : Travel, communications, printing, 
contractual services, supplies and materials, and equipment. 

The estimated requirements for the current year, including the 
cost of salary increases authorized by Public Law 94, 84th Congress, 
are in the amount of $667,400. The net increase of $4,350 in the 
1957 estimate will provide funds for 2 clerical positions to enable this 
activity to maintain its level of employment. 

4. Operation and maintenance of Treasury buildings. This ac- 
tivity is responsible for the operation and maintenance of the main 
Treasury Building and Annex. It also maintains the grounds and 
parking areas adjacent to these two buildings. 

The estimated reese of this activity in 1957 are $678,900. 
This will provide $552,500 for 142.5 average positions and $126,400 
for the following miscellaneous operating expenses: Rents and utility 
services, contractural services, such as repairs to machines; steam, 
— and materials, and equipment required for the upkeep of 
the buildings. 

The estimated requirements for the current year, including the cost 
of salary increases authorized by Public Law 94, 84th Congress, are 
in the amount of $624,400. The net increase of $54,500 will provide 
for the cost of steam furnished to the main Treasury Building and 
Annex by General Services Administration and for the increase in 
rates for electric current. 

5. Employee health program: This activity covers the operation of 
four health units which furnish emergency first-aid services to em- 
ployees located in Washington, D. C. The Department enters into a 
contract each year with the Public Health Service for the operation of 
these units. The amount requested for 1957 is $59,800, and is the same 
as the estimated requirements for the current year. 

This program will provide emergency first-aid services for approxi- 
mately 7,500 employees at an average cost of $7.97 an employee. 


MANAGEMENT IMPROVEMENT PROGRAM 


I would like to report some of the activities of the Department’s 
management improvement program during the past year. The objec- 
tives and general plan of this program are outlined in a booklet 
entitled “Machinery for Management Improvement.” This booklet 
was issued by Secretary Humphrey in December of 1954, and copies 
were furnished to the members of this committee at the time of our 
hearing last year. It is being used by the bureau officials and their 
staffs in appraising the framework within which their management 
improvement programs operate and as an informational and training 
document at lower levels. 

During the past year training programs were conducted at the 
bureau level throughout the Department, at the larger field offic es, and 
at special training institutions. ‘These programs include supervisory 
development and training conferences, on-the-job training , orienta- 
tion classes for new employees, correspondence courses, “classroom 
instruction, distribution of special-purpose training pamphlets and 
handbooks, and the training program for internal revenue agents at the 
advanced training center at the University of Michigan. These efforts 
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contribute to management improvement by providing improved super- 
vision, leadership, ‘and technical abilities. 

The Treasury Department Fire and Safety Council developed two 
safety awards: The Secretary’s citation for unusual accomplishment 
in the field of accident prevention and the Secretary’s safety award 
for outstanding achievement. 

The Coast Guard yard received the Secretary’s first citation fr its 
excellent safety rec ‘ord in recent years. Representatives of the Depart- 
ment of Labor presented an office safety training course for over 125 
Treasury supervisors in Washington, D. C., and pl: ins have been made 
to extend this training to the field. 

The records management program resulted in the disposal of 168,000 
cubic feet of records and the transfer to records centers and archives of 
186,000 cubic feet of records. This resulted in a reduction by the 
Department of 14 percent in the total volume of records since July 1, 
1954. 

The United States Coast Guard made a thorough review of real 
property buildings in relation to the needs of the service. Thirty- 
seven properties were declared excess and reported to the General 
Services Administration for disposal. The fair market value of this 
property is estimated to be in excess of $900,000. 

Estimated annual recurring savings of $7,200,000 were reported for 
improvements adopted throughout the Department during the past 
year. 

I will give you some examples of the more significant projects in 
which savings were identifiable. Numerous other projects were com- 
pleted during the year from which benefits were less tangible, but 
which enabled the Department to operate more efficiently and to pro- 
vide better services to the general public. The following are ex- 
amples of the types of improvements whihe produced monetary 
savings: 

The Bureau of Customs took action which authorized many ad- 
ditional types of imports to be examined by sample rather than having 
entire shipments carted to customs appraisers stores for examination. 
This avoided an increase of $100,000 in cartage costs which would 
have resulted if the action had not been taken. 

Printing of $50 and $100 United States savings bonds by the 
offset printing process instead of the more costly intaglio process 
resulted in savings of $150,000 annually. 

3. Various procedural changes and minor organizational realine- 
ments in the Bureau of the Public Debt per mitted better utilization 
of on inpower, resulting in savings of $390,000. 

Marketable public debt securities which are taken in for denomi- 
ieee exchange or for transfer from one Federal Reserve bank to 
another are now reused instead of being canceled, resulting in savings 
of $125,000 annually. 

5. Safekeeping facilities for United States savings bonds were dis- 
continued, except for members of the Armed Forces, resulting in sav- 
ings of $133,000. 

. Further conversion of disbursing accounts, involving the issu- 
ance of 8.5 million checks, from paper to card form resulted in a reduc- 
tion of $185,000, in check-payment operating costs in the Office of 
the Treasurer of the United States. 
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The closing of four regional accounting and disbursing offices 
wn organization changes in yg? W ashington Regional Office, Divi- 
sion of Disbursement, resulted in annual recurring savings of over 

$235,000. 

The Internal Revenue Service installed a system for correspon- 
dns e control which included the use of form letters, reduction of the 
number of reviews, and installation of appropriate mechanical de- 
vices. This will result in savings of $640,000 annually. 

9. Reducing the supervision exercised by internal revenue store- 
keeper-gagers over the production and warehousing of distilled 
spirits will result in savings of $393,000. 

10. Coinage operations were discontinued at the San Francisco 
Mint and the Seattle Assay Office was closed. The functions will be 
performed by other offices at a much lower cost, and savings will 
ee 

Three Coast Guard supply depots were moved into space pro- 
vided by the Navy Department, thereby realizing annual savings 
of $86,000 in rental costs and $120,000 in Coast Gu: rd personnel costs. 


INCENTIVE AWARDS PROGRAM 


We have been very pleased with the participation by employees 
of the Department in the Treasury awards program. During the 
fiscal year 1955, participation inc reased by about 50 percent over "1954, 
making the fourth successive year of increased participation. 

There were 4,608 suggestions received, and 825 adopted, which 
resulted in the payment “of cash awards amounting to $26,260. Esti- 
mated annual savings resulting from the adopted suggestions totaled 
$875,765. Awards for superior performance were also granted to 
99 employees. 

In addition, one meritorious civilian service honor award was 
granted to a clerk in one of the field offices. We expect further prog- 
ress through continued encouragement of employees at all levels to 
strive for better ways to do our job. Some outstanding suggestions 
“ which awards were granted during 1955 are the following: 

An internal revenue employee saved the Government $118,000 
in saaeenee that alcohol to be denatured be deposited directly in 
tanks in the denaturing plant without being deposited first in receiv- 
ing tanks in the industrial alcohol plant, and adequate supervision be 
afforded by assignment of storekeeper-gagers during daytime hours 
only. The award granted for this suggestion was "$740. 

The suggestion of an internal-revenue employee, proposing that 
one set of Commerce Clearinghouse Liquor Control Report be given 
to the head gager of each plant instead of distributing sets to each 
gager, will result in an annual savings of $23,000. The savings re- 
sulted from the canceling of a large number of subscriptions to the 
Service. The award was $340. 

Another Internal Revenue Service employee made a suggestion 
which will save the Government $20,000 a year. He suggested that 
certain forms and orders for opium be revised so that they can be 
imprinted with addressograph plates. He received an award of $325 
for this suggestion. 

An employee of the Coast Guard yard was granted a $600 award 
for efficiency. His unusual initiative in suggesting, developing, and 
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compiling a ship’s work list manual is credited with saving an esti- 
mated $50,000 a year. Use of the manual makes possible lar ge time 
savings in getting underway the overhaul of ships coming into the 
yo, 

Three employees of the Coast Guard shared an award of $275 
as ‘the result of their suggestion proposing a jig for assembly of 2 
engine beds at one time before installation in a boat, which w ill save 
more than $10,000 annually. Before adoption of the jig it took 5 men 
t days to make the installation. It now takes 1 man 4 hours. 

An additional award established by Secretary Humphrey recently 
is the Alexander Hamilton award, which gives recognition for out- 
standing leadership in the work of the Treasury Department. It is 
awarded to those whose leade rship in the Treasury is such as to bring 
outstanding and unusual service and benefit to the Government, and, 
in turn, to the people of our Nation. The award consists of a gold 
medal and a certificate signed by the Secretary. 

The first Alexander Hamilton award was presented to Mr. Edward 
F. Bartelt, former Fiscal Assistant Secretary, in recognition of his 
long and distinguished career in the Fiscal Service of the Treasury 
Department. 

Since then, Mr. T. Coleman Andrews, former Commissioner of 
Internal Revenue, and Mr. Earl O. Shreve, former National Director 
of the United States Savings Bonds Division, have received these 
awards for the outstanding service they rendered the Treasury De- 
partment and for the exceptional quality of their leadership. 

The foregoing are significant examples of the types of suggestions 
and management improvements which are producing savings. The 
heads of the bureaus who will appear before you will be able to fur- 


nish information regarding the major accomplishments in their or- 

ganizations, and I will be glad to submit any additional information 

you may need regarding these programs and the results we are getting. 
Mr. Gary. Thank you, Mr. Parsons. 


SALARIES AND EXPENSES 
SUMMARY JUSTIFICATION DATA 


We will insert pages 2, 3, and the top of page 4 of the justifications 
at this point in the rec dosh 
(The justifications referred to are as follows:) 
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Analysis of appropriation base for fiscal year 1957 
Regular appropriation, 1956 act ___- ; arta areas $2, 680, 000 
Supplemental appropriation for 1956 


Total appropriation, 1956 paisa Na sepploeeksocasscatnn ics =k. = ge 


Reductions: 


Activity 1: Executive direction ee as 5 4, 400 
Activity 2: Administration and coordination of legal services___ 1, 200 
Activity 3: General administrative services__ s eee 2, 000 
Activity 4: Operation and maintenance of Treasury buildings 1, 900 


9, 500 


Additions: 


Activity 1: Executive direction . ‘ : 75, 200 
Activity 2: Administration and coordination of legal services 20, TOO 
Activity 83: General administrative services j ; : 33, 900 
Activity 4: Operation and maintenance of Treasury buildings 43, 400 


Activity 5: Employee health program___~-~- stabs eit 7 4, 400 


177, 600 








Adjustment in base (net) —- etieitee a aE dade : +168, 100 
Appropriation base for 1957 : : - satiated. de Oe ae 
Increase over appropriation base for 1957 __~ 73, 900 

Appropriation estimate for 1057 wwii aad 2, 922, 000 


; 242, 000 


1 Does not include anticipated supplemental for 1956 to cover cost of authorized pay 
increases. 


Increase or decrease from total appropriation, 1956 


Comparison of appropriation base with appropriation estimate for 195; 


' 
Appropriation base | Appropriation esti- Increase (+) 01 
for 1957 | mate for 1957 decrease ( 
| 
Activity | 
| Aver- | | Aver- | Aver- 
jage po-| Amount |age po-| Amount age po- Amount 
| sitions | | sitions | sitions 
| 
| 
Executive direction - - - 150. 3 | $1, 191, 000 | 153. 3 $1, 203, 235 3 $12, 235 
2, Administration and coordination of | 
legal services. 39.8 | 304, 900 | 40.8 | 308. 315 1 3, 415 
General administrative services 104. 5 665,400 | 106.5 | 671, 750 2 6, 350 
4. Operation and maintenance of Treas- | | 
ury buildings 142. 5 627,000 | 142.5 678, 900 51, 900 
Employee health program 59, 800 59, 800 
Total. ; 437.1 2,848,100 | 443.1 2, 922, 000 6 73, 900 
Adjustment in base (net +6. 0 — 168, 100 —6 +168, 100 
Total appropriation 1956, and ap- | 
propriation estimate for 1957 443.1 | 2,680,000 | 443.1 | 2,922,000 242, 000 


GENERAL STATEMENT 


The Office of the Secretary is responsible for the overall direction and adminis- 
tration of the Treasury Department. This responsibility includes the following: 
(1) Formulation of tax and fiscal policies, (2) management of the public debt, 
(8) collection of revenue, (4) printing of currency, (5) manufacture of coins, 
(6) lending functions under section 302 of the Defense Production Act of 1950 
and under section 409 of the Federal Civil Defense Act of 1950, (7) liquidation 
of the Reconstruction Finance Corporation, (8) supervision of the Federal Fa- 
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cilities Corporation, (9) the administration of the United States Coast Guard, 
Secret Service, and Bureau of Narcotics, (10) coordination of law-enforcement 
activities, and (11) the central management of the Department. In addition, the 
Office of the Secretary provides legal services and facilities, central administra- 
tive services, buildings operation and maintenance program, and an employee 
health program for organizations within the Department which do not have such 
services and facilities. 

An appropriation in the amount of $2,680,000 was provided for the Office of the 
Secretary for the fiscal year 1956. The estimate for the fiscal year 1957 is in the 
amount of $2,922,000. The increase of $242,000 includes as its principal items 
$173,100 for salary increases authorized by Public Law 94, and $51,900 for the 
assumption of the cost of steam furnished the Treasury Building and Annex, 
Prior to 1957 the steam was furnished without cost by General Services Admin- 
istration and a corresponding reduction is being made in their estimates as a 
result of the transfer of this obligation. 


EXPLANATION OF LANGUAGE CHANGES 


It is requested that the following be added to the appropriation language: 
“services as authorized by section 15 of the act of August 2, 1946 (5 U.S. C. 55a), 
at rates for individuals not to exceed $50 per diem.” 

From time to time, it is necessary for the Office of the Secretary to obtain the 
services of outside experts to assist on problems relating to the Department’s 
administration and its responsibilities in the taxation, fiscal, and monetary fields. 
Often the experts desired are also serving other agencies under the authority of 
section 15 of the act of August 2, 1946 (5 U. S. C. 55a), and it handicaps the 
Office of the Secretary in obtaining the services of the best qualified people if the 
same kind of appointment and compensation they receive elsewhere cannot be 
offered. The requested language would provide flexibility in meeting this situa- 
tion and would facilitate the administration of the Office of the Secretary in 
permitting the immediate hiring of such experts. The authority will be used 
sparingly and in most cases the experts will be employed for short periods of 
time. No increase in funds is being requested for such employment. 


Analysis of appropriation base 


Net change in base, 
Adjustments in base increase (+) or de- 
crease (—) 


Appropriation alloca- 
tion for 1956 


Activity 





Reduc- 
tions 


Average 
positions 


Average 


positions Amount 


Amount Additions 


1. Executive direction 153.3 | $1, 120, 200 $4, 400 $75, 200 —3.0 +$70, 800 
2. Administration and coordination 

of legal services _- : 40.8 285, 400 1, 200 20, 700 ; +19, 500 
3. General administrative services_ 106. 5 633, 500 2. 000 33, 900 . +31, 900 
4. Operation and maintenance of 

Treasury buildings - 142. 5 585, 500 1, 900 43, 400 
5. Employee health program 


2, 680, 000 9, 500 177, 600 


ADJUSTMENTS IN PERSONAL SERVICE COSTS 


Mr. Gary. What are the budget adjustments which result in an 
appropriation base on page 14 showing 6.0 less positions than the 
estimate for 1956? 

Mr. Parsons. That results, Mr. Chairman, from the fact that it 
takes the cost of the equivalent of that number of positions to meet 
the cost of automatic promotions required by law. It is to hold the 
level of present employment. 

Since this question will arise with the estimates of several of our 
bureaus, if it will suit the wishes of your committee, I would like to 
read a statement Colonel Johnson and I have prepared which will 
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explain this problem of maintaining the employment level. This 
will recur in most of the bureaus. 

I thought if I read this statement quickly it might save time in 
the handling of this problem of the bureaus, because it applies to 
several of them. 

The Classification Act of 1949, as amended, provides, among other 
things, that employees in grades 1 through 10 receive within- -grade 
salary advancements every 52 weeks and that those in grades 11 
through 17 receive such step increases every 78 weeks, the size of the 
increases ranging in the different grades bow $85 to $270. 

Prior to the, fiscal year 1953, the costs of meeting these within- 
grade promotions were computed on the basis of a specially pre- 
scribed formula designed mathematically to give appropriate weight 
and recognition to turnover and other personnel factors which affect 
the cost of personal services. After review and approval, funds were 
included in the budget estimates to cover these costs. 

Beginning with the fiscal year 1953 and continuing each year 
since, a general budget policy has been followed under which the 
costs of within-grade salary advancements have been absorbed in 
the budget estimates. 

This practice was followed under the theory that in most cases 
the savings due to turnover should offset the cost of the periodic ad- 
vancements required by law. 

In applying general policies and instructions with respect to such 
absorption, the Treasury has followed the procedure of including 
the costs of within-grade promotions in the computation of personal 
service costs by grades and then subtracting (lapsing) such costs 
in order to arrive at the amount of the budget estimate for personal 
services. 

At the same time, no reduction was made in the number of posi- 
tions shown in the budget schedules equivalent to the cost of the 
within-grade promotions. 

The above treatment of this problem tended, in some cases, and to 
some extent, to distort the true budget picture by overstating the 
number of positions that could be financed with the funds requested. 
This was particularly true in those cases where the savings due to 
turnover were insufficient to cover within-grade advancements. 

The practical effect was that in such cases the budget estimates gave 
the appearance of providing more positions than the funds appro- 
priated would actually finance. 

After considerable study, and with the approval of the Bureau of 
the Budget, a change has been made in the former method of treat- 
ment of the costs of within-grade salary advancements in the budget 
estimates for the fiscal year 1957. Basically, the revised proc edure 
differs from the old in that the number of permanent positions will 
be reduced by a number equivalent to the net cost of within-grade 
salary advancements. 

The new treatment accorded within-grade costs will have the ad- 
vantage of reducing the positional structure to the level which can 
be realistic ally supported by the current year appropriation and the 
budget year estimates. In those instances where it is necessary to 
maintain the same level of employment from year to year and the 
net cost of within-grade promotions would otherwise force a reduc- 
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tion in the number of positions, additional new positions will have to 
be requested and justified. 

This means that in evaluating the requests for new positions con- 
tained in the budget estimates, care must be exercised to distinguish 
between those new positions requested that are actually for the. pur- 
pose of maintaining employment at a constant level and new posi- 
tions that actually represent additional positions over and above the 
number of positions previously authorized. 

Mr. Gary. Mr. Parsons, how many new positions are you request- 
ing in the office of the Secretary ? 

Mr. Parsons. We are requesting 6 positions to maintain the level 
of employment as I have described in this statement. No new posi- 
tions are requested in the sense of additional functions or duties. 


HEAT 


Mr. Gary. What is the reason for the charge by General Services 
Administration for steam which was previously furnished free? 

Mr. Parsons. The steam is furnished to our building by pipe, as 
it is for most Government buildings, from General Services’ steam 
plant. 

Prior to this coming fiscal year for which this budget is presented, 
steam had been furnished our two buildings without char ge. GSA is 
attempting to get completely on a self- sustaining basis, you might 
say, and, therefore, proposes to charge for steam. Since that charge 
has previously been carried in their budget, they are reducing their 
budget by this amount and transferring the money to ours, and in the 
future we will reimburse them for steam. 

This change was transferred to us since we manage and operate 
the Treasury building and annex, and they are not run by the General 
Services Administration. That is the reason for this particular trans- 
action. 

AWARDS 


Mr. Canrievp. Mr. Parsons, I am glad to have your report on the 
working of the incentive awards program. I note the institution of the 
Alexander Hamilton award for outstanding leadership in the work of 
the Treasury Department. This is the 199th anniversary of Alex- 
ander Hamilton. It is my understanding that very soon the Post 
Office Department will issue a new Hamilton stamp. 

Next year we have the 200th anniversary. The Congress of the 
United States plans some national recognition. It is good. too, to 
note the first to receive this award, those being Mr. Bartelt, Mr. An- 
drews, and Mr. Shreve, are gentlemen who have certainly distin- 
guished themselves in the performance of their labors in the Treasury 
Department. 

I did not know that Mr. Shreve had left the Savings Bond Division. 
Is that true? 

Mr. Parsons. Mr. Shreve has retired. 

Again I might say, inasmuch as he had retired previously from oe 
Gener ‘al Electric Co. His successor, Mr. John R. Buckley, wa 
sworn in yesterday, and I understand they both will appear Seas 
your committee ina day or so. Mr. Shreve, even though he is looking 
with longing eyes to Florida, is staying over another week, 
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Mr. CanFiexp. I have heard something about the Albert Galatin 
award. What is that? 

Mr. Parsons. The Albert Galatin award is an award for honorable 
and lengthy service. It is awarded to all employees of the Department 
who have served 20 or more years at the time of their retirement and is 
a significant award for honorable and long public service. 


MANAGEMENT IMPROVEMENT PROGRAM 


Mr. CanFtevp. Having reference to your management-improvement 
program, one of the examples you cited is No. 5 on page 8 of your 
presentation : 

Safekeeping facilities for United States savings bonds were discontinued except 
for members of the Armed Forces resulting in savings of $133,000. 

Just what does that mean / 

Mr. Parsons. Early in World War II, as a part of the Treasury’s 
stimulation of the sales of sav ings bonds, provision was made through 
the Federal Reserve banks and branches and the Office of the Treas- 
urer in Washington to provide, on request by the person buying a 
savings bond, that the fond could be left with either the Federal 
Reserve bank or Treasury for safekeeping. That was particularly 
important for the members of the Armed Forces. 

In other words, in some cases the bonds never left the issuing 
agency. It was also important to the civilian population who at 
that time were moving around the country. The turnover was much 
more than in normal times because of the expansion of our industrial 
plants andsoon. It was a great help to everyone. 

After World War IL that service was continued. However, we 
appraised that program this past year and felt that its continuation 
for other than members of the Armed Forces was really no longer 
justified. Most civilian life conditions are now much more stable 
than in wartime and we felt that this facility was no longer justified. 


DISPOSAL OF RUBBER AND TIN PLANTS 


Mr. Gary. Mr. Parsons, in your statement you said: 


While some of these specific responsibilities will be decreasing in the next 
few years, there will be a definite need for close supervision of the liquidation 
program and the administration of the defense lending and rubber and tin 
programs. 

I thought we had disposed of the rubber plants. 

Mr. Parsons. We are practically out of that business. I think, 
as Mr. Burgess stated, there are still two plants under the custody 
of the Federal Facilities C orporation. QOne is under lease and the 
sule of the other—the one in West Virginia—has been negotiated 
subject to approval of the Congress. 

There is also the tin smelter down in Texas which is being operated 
by the Federal Facilities Corporation. 

Mr. Canrievp. There will be further opportunity in this exami- 
nation to go into this phase ? 

Mr. Parsons. Yes; Mr. Robbins will appear before you to go into 
that thoroughly. 

Mr. Steminskt. I think it is a good report, Mr. Chairman, and quite 
interesting. 
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This $7 million that is being saved on a recurring basis certainly is 
a tribute to efficient management and to the ability of management 
to inspire people in the ranks to think more effectively about their 
jobs to render better service to Uncle Sam. 

It would be narrow not to salute that effort. I hope that it continues 
right along. 

‘Mr. Parsons, I am happy to see the spirit of Alexander Hamilton 
in Treasury make a comeback. I think Alexander Hamilton like many 
items stated merely in doctrine, was misapplied. Many people, it 
seems, blamed the depression on his thinking perhaps. I like to feel 
that he stood for the ability of man to enjoy a profit from the sweat 
of his brawn and brow. The Bible tells us that. 

I wish I had more time with the Secretary of the Treasury this 
morning. 

I must s: ay that we do not appear to see quite eye to eye: on the one 
hand the Secretary admits that Treasury will do anything desirable 
to meet market demands in selling securities. 

The Secretary admitted that market demand was the thing to which 
Treasury geared a particular sales activity. On the other hand, what 
I do not understand is the seeming incongruity in Treasury’s need 
for money and that of the people. What I would like to see the money 
men of the world clear up and admit is that the supply of money is 
geared to the needs of man, and as man needs money and is willing 
to work for it are hyd money will flow as rain to nourish the land 
and its people. I do not quite understand the colloquy between Mr. 
Canfield and the Secretary this morning when it was said we could all 
use more money, but you must make a sacrifice and deny yourself 
money because enough of it doesn’t exist to go around for our needs. 

It is like saying I could use more blood, but I cannot have it be- 

‘ause it is not good for me when I know I need it. Mr. Parsons, I 
hope that incongruity is cleared up more and more as we go along. 

People are willing to earn money as they need it, but to tell them 
they cannot have it just because there is not enough of it around for 
the moment based on a manmade decision does not, it seems to me, 
square with the needs of life. 

I know we were pressed with the Secretary for time this morning. 
I know we would have been too greatly pressed for time to get this 
colloquy I have had now in the rec cord. "I appreciate this opportunity 
to do so. Let’s tie money up with people and the need of one for 
the other. It isa good report, Mr. Parsons. 

Mr. Murray. Mr. Parsons, I have some questions in connection 
with management savings, but I imagine they might be appropriately 
asked of the bureau chiefs? 

Mr. Parsons. Each bureau chief will be prepared to talk about 
them. These are just highlights. 

Mr. Morray. I have no questions, Mr. Chairman. 

Mr. Gary. The committee will adjourn, to meet again tomorrow 
morning at 10 o’clock at which time we will take up the Bureau of 
Accounts and the Division of Disbursements. 
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WepbneEspbay, JANUARY 18, 1956. 


BUREAU OF ACCOUNTS 
WITNESSES 


ROBERT W. MAXWELL, COMMISSIONER OF ACCOUNTS 
JULIAN F. CANNON, CHIEF DISBURSING OFFICER 


SIDNEY SOKOL, HEAD, ACCOUNTING SYSTEMS DIVISION 
SAMUEL J. ELSON, HEAD, DIVISION OF CENTRAL REPORTS 


EDMUND C. NUSSEAR, HEAD, DIVISION OF DEPOSITS AND INVEST- 


MENTS 


ROGER E. SMITH, BUDGET AND FISCAL OFFICER 
WALLACE E. BARKER, JR., ASSISTANT COMMISSIONER FOR ADMIN- 


ISTRATION 


HAROLD R. GEARHART, HEAD, DIVISION OF CENTRAL ACCOUNTS 


SALARIES AND EXPENSES 


Program and financing 


| 


| 1955 actual 


Program by activities: 
1. Processing deposits of withheld tax payments ; : 
2. Financial reporting and maintenance of the Govern- 
ment’s central accounts 
3. Accounting and reporting development 
audit 
4. Processing investments, loans, ‘claims, collections, and 
surety bonds... 
5. Supervision of the F ederal ¢ deposita ary S system. i asst cava 
6. Executive direction - CE tM PEE 
EE UR is he Sas sd coc cis adecduacepnaante 
Financing: 
Unobligated balance no longer available 


and internal | 
145, 178 


| 154, 276 


Appropriation (adjusted) _.............-- iakeened 2, 670, 657 
Proposed supplemental due to pay increases. __.....--| 


CoNganene by objects 


Object classification 1955 actual 





Total number of permanent positions_--..--.-- wiwite 370 | 
Average number of all employees- --......--.-.------ - 359 
Number of employees at end of year. .......--.--.--- bichinamen 355 


Average salaries and grades: 
General schedule grades: 
Average salary ---- $4, 519 
Average grade 


1 Personal services: 


Permanent positions $1, 668, 073 


Regular pay above 52-week base. - -- -- 6, 489 

Payment above basic rates | 4, 550 

Other payments for personal se rvices | 6, 785 

Total personal services aioe . 1, 685, 897 

02 Travel paeneaten 1,914 

03 Transportation of things : 1, 655 
04 Communication services ; sein ‘ 18, 274 | 
05 Rents and utility services ‘ | 66,177 | 

06 Printing and reproduction. al | 85, 985 

07 Other contractual services i : 11, 720 

Reimbursements to Federal Reserve banks. - 767, 769 

08 Supplies and materials paelanoge dels 12, 876 
OD) ¢ IN 43 04 dn 000 skins bowasenese sev 11, 000 | 

13 Refunds, aw: ards, and inde mnities.......-- mai 933 

156 Taxes and assessments........................--- é 1, 282 





2, 665, 482 


Ee ntniinbiiendnedeneiinerceeennne 


$806, 707 


1, 362, 769 | 


98, 606 | 
97, 946 | 


2, 665, 482 | 


5,175 | 


GS-5.7 | 


1956 estimate | 


$906, 342 
1, 461, 
164, 


154, 212 | 
122, 647 | 


103, 537 


2, 913, 000 | 


2, 785, 000 
128, 000 


892 | 


370 | 


1956 estimate 


} 
377 
371 


370 | 


| $1, 817, 121 


6, 429 |.. 


3, 943 


1, 827, 493 
2, 500 

1, 800 

20, 400 

60, 000 
102, 300 
14, 500 

| 858, 000 
13, 000 


2, 913, 000 


11, 500 | 








1957 estimate 


$906, 300 
1, 480, 824 
171, 851 
153, 727 


134, 137 
103, 3 161 


2, 950, 000 


2, 950, 000 


1957 estimaje 


379 
373 
372 


$4, 961 


GSs- 


$1, 852, 946 


3, 943 

1, 856, 889 
2, 500 
1, 800 
20, 400 
60, 000 
102, 300 
14, 500 
858, 000 
13, 000 
19, 104 


1, 507 


2, 950, 000 
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Budget authorizations, expenditures, and balances 


} 


1955 actual | 1956 estimate | 1957 estimat« 


RUDGET AUTHORIZATIONS AVAILARLE 


Appropriation $2, 633, 700 $2, 785, 000 $2, 950, 000 
Transferred from ‘Operating expenses, Coast Guard’’ (69 
Stat. 240 36, 957 
Adjusted appropriation 2, 670, 657 2, 785, 2, 950, 000 
Proposed supplemental due to pay increases 
Obligated balance brought forward 226, 730 256, 266 258, 000 


Total budget authorizations availabk 2, 897, 387 3, 169, 266 | 3, 208, 000 


EXPENDITURES AND RALANCES 


Expenditures 
Out of current authorizations 2, 409, 27 2, 532, 2, 676, 000 
Out of anticipated supplemental : eect m 23, | 5, 000 
Out of prior authorizations. __- i ; | 220, 95 256, 266 | 253, 000 


Total expenditures 2, 630, 2% 2, 911, 266 2, 934, 000 
Balance no longer available 
Unobligated (expiring for obligation 
Other _- ‘ a; 
Obligated balance carried forward _.._. ; - 256, 266 258, 000 274, 000 
Total expenditures and balances-. ate . 2, 897, 387 3, 169, 266 | 3, 208, 000 


Mr. Gary. The committee will come to order. We will take up 
this morning the request of the Bureau of Accounts, “Salaries and 
expenses, > for which the : appropriation in 1956 was $9,785,000. The 
appropriation for 1956 including a proposed pay supplemental is 
$2,913,000. The estimate for 1957 is $2,950,000, an increase over the 
apropriation plus supplemental for 1956 of $87,000. 

We have with us Mr. Maxwell, the Commissioner of Accounts. We 
would be glad to hear from you at this time, Mr. Maxwell. 


GENERAL STATEMENT 


Mr. Maxwetn. Thank you, Mr. Gary. 

The Bureau of Accounts has had no change in the general character 
of its work. 

As you know, the Bureau’s expenses of carrying on these functions 
are paid from two administrative expense appropriations, namely, 
“Salaries and expenses, Bureau of Accounts, Treasury” and “Salaries 
and expenses, Bureau of Accounts, Division of Disbursement.” Mr. 
Cannon, the Chief Disbursing Officer, is here to justify the appropria- 
tion for the Division of Disbursement, under which we are requesting 

$16,240,000 for the fiscal year 1957. As you know, this appropriation 
covers the cost of paying Government creditors for obligations in- 
curred by all the civilian activities of the Government ‘except the 
Post Office Department, United States Marshals, certain corporations, 
and a few agencies to which the disbursing functions have been dele- 
gated. It also includes the expenses of issuing savings bonds to Gov- 
ernment employees who participate in the payroll allotment plan to 
buy bonds. The other appropriation, under which we are requesting 
$2,950,000 for the fiscal year 1957, covers other fiscal and accounting 
operations of the Bureau of Accounts, most of which are listed under 
the general statement of our budget ‘submission. Before discussing 
this ‘appropriation I would like to mention briefly our Bureau’s man- 
agement program. 
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MANAGEMENT IMPROVEMENT PROGRAM 


The conduct of the management improvement program of the Bu- 
reau of Accounts, although coordinated through the Office of the 
Commissioner, is an integral part of the responsibilities of the head 
of each division and other supervisory personnel. In line with the 
objective of the Treasury Department management improvement 
program, the primary objective of the Bureau’s program is to process 
the workload in the best way under the least expensive methods and 
procedures. The entire management staff is on the alert for ways of 
performing their operations at the lowest cost. Suggestions with 
any possibility of effecting economies are investigated. Where the 
volume of work is large enough so that it can be divided into repetitive 
operations, such as those of the Division of Disbursement or the 
Division of Central Accounts, labor-saving devices, including elec- 
tronic equipment, can more readily be adopted. In other divisions 
which are smaller and have different types of work to process, appli- 
cation of automatic machines is limited and the opportunity for mak- 
ing savings or effecting economies is smaller, This is illustrated by 
the management improvements made in the Bureau of Accounts in the 
fiscal year 1955. Savings realized in the fiscal year 1955 from man- 
agement improvements commenced in that year and prior years was 
approximately $571,000. Of these savings, 88 percent is applicable 
to the Division of Disbursement and 12 percent to the remaining ac- 
tivities. Action on management improvements affecting the fiscal 
year 1956 will amount to approximately $291,000, of which 93 percent 
is applicable to the Division of Disbursement while 7 percent applies 
to other offices. The major dollar savings in the Division of Central 
Accounts was made in prior years from mechanization and realine- 
ment of its operations. Among the principal actions which produced 
the savings for 1956 are the closing of four regional disbursing and 
accounting offices and the realinement of the Washington regional 
disbursing office, simplification of documentation supporting check 
payments, and the greater mechanization and the improvement of 
designs in equipment. These savings are projected into the budget 
estimates for the fiscal year 1957. 

At the present time there is under study the use of electronic 
equipment for the issuance of checks covering regular recurring pay- 
ments. ‘This work is the only area in the Bureau in which foreseeable 
savings of a substantial nature may be realized. These potential 
savings, possible through the use of electronic equipment, are de- 
pendent upon the continuation of a sufficient volume at certain 
regional locations. 

We have been considering certain steps which might be taken with 
respect to the Government losses-in-shipment fund. No appropria- 
tion has been requested for the Government losses-in-shipment fund 
since 1951 when $100,000 was appropriated. You will recall that this 
fund was established in 1937 for the purpose of providing a fund 
for payment of losses under the self-insurance plan authorized by 
the act of July 8, 1937. There has been a total of $893,803 appropri- 
ated to this fund from its inception, the present balance being 
$178,000. 

In addition to the losses in shipment, the fund has been authorized 
to be used to replace losses incurred by the Post Office Department 
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while acting as agent for the Treasury in the sale of securities in- 
ternal-revenue stamps and similar items and to replace losses by 
banking institutions resulting from erroneous redemptions of savings 
bonds. The large portion of “the losses cur rently being charged to the 
fund are the result of those made under the last’ authorization. Based 
on the amount of claims now on hand it is possible that the fund 
will be exhausted sometime in the fiscal year 1957. However instead 
of requesting an appropriation for this purpose, the Treasury De- 
partment has under consideration a proposal to request Congress to 
authorize the transfer of $500,000 from the balance in the deposit 
fund account “Unclaimed partial payments on United States savings 
bonds.” The amounts in this account generally represent unclaimed 
deductions for the purchase of savings bonds from wages of em- 
ployees of firms working on Government contracts. Most of these 
represent very smal] amounts, a large proportion of which are less 
than $1. 


APPROPRIATION “SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 
TREASURY” 


FISCAL YEAR 1956 


As you know your committee allowed an increase in the number 
of employees for 1956. This has enabled us to make further progress 
in our accounting improvement program by incorporating in_ our 
central control accounts procedure whereby a link is ests iblished be- 
tween the Government’s cash, most of which is carried in the account 
of the Treasurer of the United States, and the published statements 
of the Government’s receipts and expenditures and budget results 
(based largely on reports submitted by the various agencies). You 
will reeall that under an agreement of October 5, 1953, between the 
Secretary of the Treasury, the Director of the Bureau of the Budget, 
and the Comptroller General, a revised basis was established for 
determining the Government’s surplus or deficit; that is, it was 
changed to a complete checks-issued and collections-deposited basis 
as reported by the various Government collecting and disbursing 
officers. To assure an adequate verification of suc ch reports, a pro- 
cedure is now being established to permit these reports to be recon- 
ciled with the Treasurer’s accounts. We expect to have this system 
well underway by the close of the current fiscal year. The cost of 
doing this in the Treasury is but a small part of the total savings 
realized throughout the Government by reason of the simplifics ation 
of procedures made possible under the new system. 

As a result of the 2 additional people, the Division of Central 
Reports in 1956 will be able to improve the timeliness of 2 of its 
reports, i. e., the Secretary’s annual report and the Treasury Bulletin, 
and to bring about greater consistency and coverage of 2 other of its 
reports, the. Monthly Treasury Statement and the Combined State- 
ment of Receipts, Expenditures, and Balances. Additional data are 
being prov ada in the latter report, which should make it more useful 
and will bring it into agreement with the budget document. 

The additional position for an internal auditor to cover the opera 
tions of the Bureau of Accounts was filled at the beginning of this 
fiscal year. Since then the audit program of the Bureau has been 
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enlarged and there are indications from the results of their work 
that this will prove to be a sound investment. 

The 3 additional employees authorized for the Deposits Branch 
have been able to increase the review of reports received from deposi- 
tary banks from 500 to over 1,000 cases annually. 

Also, we have been able to remove the bac klogs in pending corre- 
spondence in the Deposits Branch and the correspondence on the 
Philippine war damage claims mentioned last year. 


FISCAL YEAR 1957 


For the fiscal year 1957 we are requesting an ap propriation of 
$2,950,000. After m: aking allowance for the salary increases ($128,- 
000) authorized by the FE ‘eder: al EK mployees r ay Act of 1955 (P “0 
Law 94, approved June 28, 1955), and an adjustment of $6,429 for : 
difference in the number of working days in 1957 the increase over 
1956 provides $35,825 for 8 acd litional employees to be distributed 
between the Division of Deposits and Investments, the Division of 
Central Reports, and the Division of Internal Audit, and $7,604 for 
replacement of equipment. 

Three additional employees are requested to broaden the review of 
re sports from Government depositaries. With these additional em 
plovees, it 1s believed the Deposits Branch will be able to review 
about 1,000 additional cases annually, Which should ceive satisfactory 
coverage to this work. 

The Division of Internal Audit, in addition to heing responsible for 
the internal audit of the fiscal operations of the Bureau of Accounts, 
is also responsible for the overall coordination of the internal audit 
program for the entire Treasury Department. One additional em 
ployee is requested for the — vear 1957 to assist in stat! work in 
the general 2 epcomes of the fiscal internal audit policies to be 
observed in the several bureaus of the Treasury Department. This 
work consists of elving technical advil ice and assistance to bureaus In 

he deve lopme nt of their programs, appraising bureaus’ audit systems 
and oper itions in action, olVviIng attention to audit reports of the 
General Accounting Office as they affect Treasury bureaus and pre- 
paring reports of the results of audit for the information of the 
eK retary of the Treasury. The current appropriation prov ides one 
employee to perform this work, which is inadequate from the stand- 
point of coverage and timeliness. 

Four additional employees are requested for the Division of Cen- 
tral Reports to cover the increased load in accounting and reporting 
of foreign currencies, to permit more complete reporting on 
assets and liabilities, and other transactions of Government cor- 
porations and publie enterprises and the reporting of obligations in 
certain summary financial reports. With respect to the first item, 
statutory requirements governing the acquisition and disposition 
of foreign ¢ urrency are ¢ overed by many acts of Congress and agree 
ments entered into by the De spartme nt of State and foreion Yovern- 
ments. These are constantly being expanded and as a result, it has 
increased materially the work of controlling, accounting, and report- 
ing for these currencies. As to the second item, regulations which 
provide for reporting of assets, liabilities, income and expense, and 
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sources and application of funds by Government. corporations and 
other Government public enterprises are being revised to provide for 
better information and more uniformity in reporting. There will be 
an increase in the number of public enterprises and intragovernmental 
revolving and management funds that will be required to be reported. 
It is anticipated that reporting entities will be increased from the 
present 62 to a minimum of 135 when the revised regulation is com- 
pleted. Also, the Combined Statement of Receipts, Expenditures, 
and Balances of the United States Government for the fiscal year 
1955 will, for the first time, carry a breakdown of the unexpended 
balances, as between unpaid obligations and unobligated balances. It 
is planned to have periodic reporting of unexpended balances segre- 
gated as to unpaid obligations and unobligated balances. In order 
to accurately accomplish this type of reporting, we are required to 
analyze and review monthly reports submitted by Federal agencies 
for accuracy and sufficiency of data furnished before compiling. 

The heads of the Division of Central Re sports and the Division of 
Deposits and Investments, for whose organizations increases in person- 
nel have been requested, are av ailable for discussion of details of 
their respective work. 
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SALARIES AND EXPENSES 
SUMMARY JUSTIFICATION DATA 

Mr. Gary. We will insert pages 16 and 17 and the table at the top 
of page 18 of the justifications in the record at this point. 
(The information is as follows :) 
Analysis of appropriation base for fiscal year 1957 


Regular appropriation, 1956 act : nr ee ._ $2, 600, 000 


Supplemental appropriation for 1956 3 segualivcia 185, 000 
Total appropriation, 1956 ‘ ; , * 2, 785, 000 
Reductions : 
Activity No. 1, processing deposits of withheld tax pay- 
ments Si Sosa apis ' $42 
Activity No. 2, financial reporting and maintenance of 
Government’s central accounts = 4, 540 
Activity No. 3, accounting and reporting development 
and internal audit ae ated . 611 
Activity No. 4, processing investments, loans, claims, 
collections, and surety bonds 485 
Activity No. 5, supervision of the Federal depositary 
system ee eae 3TH 
Activity No. 6, executive direction x76 
Total = 6, 429 
Additions : 
Activity No. 1, processing deposits of withheld tax 
pavments si rays 
Activity No. 2, financial reporting and maintenance of 
the Government’s central accounts : 90, 699 
Activity No. 8, accounting and reporting development 
and internal audit sia 11, 166 
Activity No. 4. processing investments, loans, claims, 
collections, BNG surety DONdSs....2...2... ncn eue . 10, 269 
Activity No. 5, supervision of the Federal depositary 
system 3 seca ns : 8, 204 
Activity No. 6, executive direction naigihta 6, 9OS 
Total 5 3s ; ; ‘ -== 125,000 
Adjustment in base (net) BN Laas witha aig la acces +-121, 572 
Appropriation base for 1957_ a a a 
Increase over appropriation base for 1957 -.----- senate sti a ans 43, 429 


Appropriation estimate for 1957__. ----------_-----_------ -.. 2,950, 000 


Increase or decrease from total appropriation, 1956....___._._______ +165, 000 


1 Does not include anticipated supplemental for 1956 to cover cost of authorized pay 
increases. 


Compariscn of appropriation base with appropriation estimate for 1957 


Appropriation base Appropriation esti- Increase (+) or 
for 1957 mate for 1957 decrease ( 


A verage A verage 
Amount ; Amount aa 


positions positions Amount 


So08. 300 a $906, 300 
inancial re¢ 

nance ol 

central account 
Accounting and report 


opment and internal au 
etal 


Processing inv tmer 


laims, ¢ 
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GENERAL STATEMENT 


It is anticipated that the major functions of the Bureau of Accounts will not 


change materially during the fiscal vears 1956 and 1957. These functions include 


numerous and varied fiscal operations relating to: (1) Control of appropriations 
made by Congress to the various departments and establishments: (2) main 
tenance of the central accounts of the Government relating to appropriations and 
receipts, expenditures, and related cash assets and liabilities; (3) preparation 
of monthly and annual reports to the Congress including receipts, appropriations, 
and expenditures of the Government, and the Secretary’s annual report; (4) 
performance of disbursing functions for the civil establishments of the executive 
branch of the Government except postal service, United States marshals; and 
certain Government corporations; (5) handling accounts and payment of claims 
in connection with uncurrent and stale checks; (6) handling claims and issuance 
of substitute checks for the entire Government service; (7) issuance of United 
States savings bonds to Federal employees under the payroll savings plan; (S) 
handling the details relating to the designation and the supervision of the Fed 
eral depositary system including the deposit of taxes withheld; (9) adminis- 
tration of the Government Losses in Shipment Act; (10) approval of surety 
bonds and determination of underwriting qualifications of surety companies 
authorized to do business with the United States: (11) handling investments 
of various trust and other funds for which the Secretary of the Treasury is 
responsible; (12) supervision of Treasury accounting and participation in 
overall accounting and reporting procedures for the entire Government service 
under joint accounting program; (13) development of regulations and adminis- 
tration of internal auditing for the Treasury Department; (14) accounting, 
billing, and collecting for lend-lease articles transferred and surplus property 
sold to foreign governments; (15) accounting for foreign currencies acquired by 
the Treasury; (16) payment of international claims; (17) handling certain 
claims and judgments against the United States and the payment of private 
relief acts; (18) maintenance of records relating to authority of Government 
corporations and agencies to borrow from the Treasury, and loans made to such 
agencies; (19) liquidation of the residual fiscal affairs of certain agencies and 
commissions placed in liquidation; and (20) audit and appraisal of various 
trust and deposit fund accounts. 


EXPLANATION OF LANGUAGE CHANGES 


The authority to reimburse the Federal Reserve banks for necessary expenses 
incident to the deposit of taxes in Government depositaries has been deleted from 





67 


the language of the appropriation. Public Law 57, S4th Congress, approved 
June 1, 1955, authorized the Treasury Department to make such reimbursements 
on a permanent basis. 


. 


Analysis of appropriation base 


Net change in base, 
Adjustments in base increase (+) or de- 
crease (—) 


Appropriation alloca- 
tion for 1956 


| Average Amount Reduc- Additions Average 


positions tions positions 


Amount 


Processing deposits of withheld 
tax payments 
Financial reporting and mainte- 
nance of the Government’s 
central accounts 
Accounting and reporting devel- 
opment and internal audit 
4. Processing investments, loans, 
claims, collections, and surety 
bond 
rvision of the Federal de 
it iry \ ! 
ut 
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DECENTRALIZATION OF DISBURSING ACTIVITIES 


Mr. Gary. Mr. Maxwell, has there not been some tendency recently 
to decentralize these disbursements by permitting the agencies to 
prepare their own disbursement checks ? 

Mr. Maxwecn. Yes, Mr. Chairman. Some time ago there was a 

suggestion made that possibly economies to the Government could be 
realized if the disbursing were decentralized, particularly in those 

ises where there was a large volume of repetitive payments—what 
call periodic cae ianain and where it could be tied in with the 
iweney’s accounts. 

To try this out. we have had three places where expel iments were 
authorized. One was in Chicago, another in New York, and then 
one in Birmingham; the payments for railroad retirement, veterans, 
and social security, respectively, 

So far, the economies which I think were anticipated have not 
resulted—at least, I have not seen any evidence of it—as shown up 
by these experiments. The experiments have shown that certain 
( hanges of procedures ean be adopted W hich can be, we think, installed 
irrespective of whether we adopt the principle of decentralization 
or not. It appears on the one hand that there is a savings, but there 

an increase in cost on the other hand in the remaining checkwriting. 
The splitting off of the repetitive payments, where we can use auto- 

atic equipment, leaves the higher cost checks which are less sus- 
ceptible to the application of production-line processes to be handled 
by the on Department, which increases the cost on that side. 

I think it is reasonable to assume that lower volume means lower 

tilization a equipment, less specialization and overhead that ean 
not be distributed to as many units as before, which increases the 
unit cost. There are other considerations which should be taken into 
account also. 
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The accounting of the Treasury and the timely reporting is another 
factor which these experiments have shown up as needing considera 
tion. The Treasury has taken the positidn that to make a good ex 
amination of the proposed changes, the best thing to do is to take 
all of these factors into consideration. In other words, it should be 
looked at as a whole and not just a few parts. Possibly there might 
be some economies in one part, but it would increase expenses in some 
other part. 

That view has been expressed in a letter which was written by the 
Acting Secretary of the Treasury to the Secretary of Health, Edu 
cation, and Welfare on December 30, which suggested that before 
further delegations be eg the problem be considered as a whole. 
The Secretary of Health, Education, and Welfare had previously 
requested that a delegation be made to the Social Security Adminis- 
tration for all the other offices where we are writing social-security 

checks in addition to Birmingham. 


USE OF ELECTRONIC EQUIPMENT 


Mr. Gary. Are they using electronic equipment in those offices / 

Mr. Maxweu. No, sir; not yet. 

Mr. Gary. Is it not much more economical to handle this by elec- 
tronic equipment ¢ 

Mr. Maxweti. Mr. Chairman, we feel so. I am getting into a 
section which covers Mr. Cannon’s office. Maybe you would like to 
have him sit in on this discussion. 

Mr. Gary. If you would rather discuss this later—— 

Mr. Maxwe tt. No, sir, I would be glad to discuss it now, if you 

o prefer, but he has more details than I do, because he has been 
eae on this problem. 

Mr. Gary. Let him come in. 

Mr. Maxwe.i. Mr. Cannon’s office is now working on the develop- 
ment of an electronic process whereby the checks could be written 
at a much lower cost. I think I indicated last year he was working 
on it then. 

We now have scheduled for next March a machine which we will 
test out. The best m: ee which we now have can run off checks 
at the rate of about 25,000 a day. That is equivalent to about 25 
typists. This new machine we will get March 1 we understand will 
run 175,000 to 200,000 checks a day—a capacity of 7 or 8 times our 
present machines—and the equivalent of about 175 or 200 typists. 

We have had the first machine scheduled for delivery within the 
next 60 or 90 days. The other machines are scheduled for later on. 

If you do not object, I should like to have Mr. Cannon give you 
some of the additional experiments which he has in mind. 

Mr. Gary. Let me ask 1 or 2 questions on this first. 

This electronics equipment is very expensive, is it not? 

Mr. Maxwe .t. It is rented equipment. 

Mr. Gary. It is rather expensive? 

Mr. Maxwet. It is rather expensive, but in spite of that 

Mr. Gary. I understand it is economical in the long run, but. it 
would be cheaper to have that equipment in one place, rather than 
scattered all over the country ? 
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Mr. Maxweu. To get the best utilization of the equipment, that 
would be correct. So that we do not have only a part-time use, the 
equipment should be used only in those places where the volume is 
large. 

Mr. Gary. There would be very few installations outside of Wash- 
ington, if you decentralized, which would have a workload sufficient 
to justify the use of this electronics equipment ! ¢ 

Mr. Maxweti. That is exactly right, Mr. Chairman. 

Mr. Gary. If they did it would be a duplication of cost, to a large 
extent ! 

Mr. Maxweti. Ora lack of utilization of equipment. Mr, Cannon 
has a figure on that with respect to the lowest number of items that 
can be economically processed. What was the number of items? 

Mr. Cannon. Generally speaking, Mr. Chairman, if the volume runs 
as much as 1 million or more a month we think that an electronic 
installation Lae be feasible. It should produce a minimum of 1 
million checks per month. The rent: u, as Mr. Maxwell indicated, is 
very high. The rental runs around $3,000 to $4,000 a month on a 
single unit of this type of equipment. We feel it is too expensive 
for any agency having less than 1 million checks per month. We do 
not think it would be economically feasible. 

Mr. Gary. Did you want to give us some examples / 

Mr. Maxwerr. Could you give other instances where you plan to 
experiment with machines? I have mentioned the one to begin on 
March 1. 

Mr. Cannon. The one Mr. Maxwell had reference to is to be in- 
stalled in our Boston office, where we plan to process the tax refunds 
for the Northeastern Area Office of Internal Revenue Service. In 
addition to that volume, which is considerable, we would, of course, 
have the veterans compensation checks for the New E ngland area 
plus the salaries and other types of payments which that equipment 
can handle. 

The second installation which will follow shortly after the Boston 
installation would be in New York, where we have a considerably 
higher volume. We will run approximately 214 million checks per 
month on this type of equipment in New York. 

Whereas the Boston installation will be a single installation, at 
New York there would be a dual installation, the same type of equip- 
ment with double capacity. The one in New York will have about 
200,000 checks per day capacity. After that we plan to go into 
other types of reunion equipment of different manufacturers as 
rapidly as the machines become available. 

As you know, this is more or less in its infancy. The manufacturers 
are competing against each — trying to get their equipment on the 
market just as soon as they can. Burroughs, I believe, will be first. 
I do not know which will be nein. We are planning on experimenting 
with Remington-Rand, Addressograph, and International Business 
Machines Corp. Those are the types we have in mind. 

We hope to determine by actual use of these different types of 
machines which equipment would be best suited to serve the Govern- 
ment’s need for checkwriting purposes. 

Mr. Gary. Do you have an office in Chicago? 

Mr. Cannon. Yes, sir. 
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Mr. Gary. You have an office in Chicago and under this decentral- 
ized plan you have another office out there. Which is that one? 

Mr. Maxwe tu. Railroad retirement. 

Mr. Gary. Both of those are issuing checks; is that correct ? 

Mr. Cannon. That is correct. 

Mr. Gary. Could those checks not be issued more economically if 
the two operations were consolidated ? 

Mr. Cannon. My personal opinion is that they could, Mr. Chair- 
man, be issued more economically when we get electronic equipment 
in Chicago in a central location. It can be stated, of course, that if 
the Treasury can use electronic equipment so can an agency for which 
the Treasury disburses, which has a large volume, but there is this 
distinction which I should like to call to your attention: The capacity 
of these machines is so great that the same equipment which an agency 
running 1 million checks a month might require can in our hands also 
take on another 1 million checks or more a month, with the same 
equipment rental cost. There is that difference, which should be 
borne in mind in connection with the proposed decentralized or dele- 
gated functions. 

In our hands, with our tremendous volume, the opportunity for 
substantially complete machine utilization and consequent lower cost 
is much greater than where there is a parallel operation within the 
same city. 

Mr. Gary. In Boston you have the Internal Revenue Service, which 
makes an IBM ecard called a check-issue card and sends it to you for 
issue of checks. Would there be any savihgs through location of that 
machine in the Internal Revenue Office, or do they have sutlicient 
volume to take care of that so that they would not have to send those 
cards over to you? 

Mr. Cannon. Mr. Chairman, you spoke of their producing a check- 
issue card. This year the y are changin ig their procedure somewhat 
SO th: at they will hot produce a si k- issue Cc ard as Suc ‘h, They will 
use What they call, I believe, their name card. That card will be com- 
pleted under this program to ok the amount to be refunded to 
the taxpayer. The card will be referred to us for the production of 
the cheek, using’ this el etronie machine. As Sool as Wwe have finished 
we will return the card to Internal Revenue for further use in their 
oflice. There will not be a separate check-issue card as such. 

With regard to your que stion as to whether we should locate the 
machine in the Internal Revenue Office, that would necessitate pur- 
chasing additional signing, inserting, and microfilming equipment 
solely for use over a period of only 3 to 4 months each year, whereas in 
our Boston office, which is only 20 miles away, we already have check 
signing, check inserting, and microfilming equipment. 

We have studied this question carefully. The only added expense 
involved in handling the disl Nursing phase of the operation in our 
Boston office is the transportation of cards back and forth. That 
would be much less than it would cost to equip a separate disbursing 
office at Lawrence, where the Internal Revenue office is located. It 
would cost much more to equip that office to complete the check- 
writing operation. There would have to be a vault for check storage 
and grill work to protect the area where the checks are handled. We 
would have to purchase check signing, check inserting, and microfilm- 
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ing machines for that one operation. These costs more than outweigh 
the nominal cost of tr ansporting the cards back and forth to Boston. 

Mr. Gary. Your operation in Boston and your operation in Chicago 
are inconsistent. 

Mr. Maxweti. Under the planned operation, that is correct. 

Mr. Gary. In one place you do it all in one plant ? 

Mr. Maxwett. That is right. 

Mr. Gary. In the other you divide it up between the agencies so 
that one or the other is bound to be more cate. nsive. 

Mr. Maxweti. We found from these experiments in these areas 
that certain procedures have been developed which have effected econ- 
omies Which we think can be applied irrespective of whether the dis- 
bursing is decentralized or not. In other words, there is mutual 
utilization of documents, for example, which has been helpful and 
which has been installed in places where disbursing has not been 
decentralized. 

When this electronic equipment about which Mr. Cannon is speaking 
becomes available, we will be inconsistent in Chicago unless we do 
something about it. 


MANAGEMENT IMPROVEMENT 


Mr. Gary. Tam glad to know you have a management improvement 
program set up in your Bureau. I think it could well devote its time 
to study of these matters, as you say it is doing now. It seems to me 
that the use of this electronics equipment offers an opportunity for 
great savings in Government expenditures throughout the entire Gov- 
ernment. I am not at all certain that there should not be a general 
survey made of the Government to see where the electronics equipment 
can be used to advantage. As long as we do not have a commission 
studying that situation, I think certainly each department and agency 
should give very careful consideration to it, because it is unquestion- 
ably true that by utilizing electronics equipment you can make great 
savings. I think some of the bureaus have made progress in this 
direction, but there is room for a great deal more. 


RECONCILIATION OF PAID CHECKS BY TREASURER’S OFFICE 


Mr. Maxweuit. Mr. Chairman, could I supplement that by stating 
that the joint program of the General Accounting Office, the Bureau 
of the Budget, and the Treasury, as far as it can, is working on a num- 
ber of projects of that kind, one of which may have been mentioned 
to you and undoubtedly will come up when the Treasurer’s Office 
comes in for discussion of its appropriation. That is the reconcilia- 
tion of paid checks by the Treasurer’s office, previously done by the 
General Accounting Office. 

That will be made a part of the Treasurer's work, combining the 
two operations stating and reconciliation of cheeks—and using 
electronics equipment. They expect to save a considerable sum. 
Mr. Sokol, do you have any idea what the savings will be? 

Mr. Soxon. Approximately $1.7 million of annual savings in addi- 
tion to some $500,000 savings from the Federal Reserve banks. 

Mr. Gary. That was to be my next question, Mr. Maxwell. 
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JOINT ACCOUNTING IMPROVEMENT PROGRAM 


Tell us what the Joint Accounting Board is doing. That is com- 
posed, as well as I recall, of the Secretary of the Treasury, the Director 
of the Bureau of the Budget, and the ¢ ‘omptroller General. 

Mr. Maxwett. By the way, Mr. Sokol is Deputy Commissioner in 
Charge of our Accounting Systems Staff, and he 1s pinchhitting for 
Mr. Cake, who could not be here today. Mr. Sokol may be able to 
supplement anything I may say in more detail with respect to the joint 
program. 

About one-third of the Accounting Systems Staff is working on 
projects of the joint program. These include such items as a revision 
of our procedure for handling certified claims, whereby claims now 
being approved by the Genet ‘al Accounting Office for payment will be 
certified by the administrative agency concerned, 

Also, there will be est: ablished a separate account in each of the 
agencies to pay such claims, instead of having a single account in the 
Treasury Department. 

Some weight has been given to this proposal by including the sug- 
gestions in the Hoover Commission report. 

This group has also been working on cere —or has worked on 
legislation—which would permit the General Accounting Office to 
make adjustments in connection with suspensions made in disbursing 
officers’ accounts where there is no fraud or negligence or where records 
have been lost. 

They have also participated in the study on the use of electronics 
equipment for reconciling checks previously mentioned. They have 
also been continuing the project of converting the writing of checks 
from paper to pune cheard checks. 

Then we have about one-third of our force, working on the central 
accounting system: assisting in that installation, which is a joint 
project. We have been spending this last year, since July 1, improv- 
ing those accounts which we hope to have pretty well installed by the 
end of this year. The accounts will give us a positive check between 
the figures reported by the various agencies on expenditures and re- 
ceipts with related figures in the Treasurer's account, so that we can 
tie the two together. 

Also, we have the public debt accounting project which was also 
mentioned in the Hoover Commission report. I am very enthusiastic 
about the way it is coming along. The general project was a subject 
of a joint study by representatives of the three agencies participating 
in the joint program. 

After approval of the recommendations to go ahead with the instal- 
lation, the matter was turned over to Public Debt to dev elop the pro- 
cedure which would be followed. We are assisting them on that 
study. A General Accounting Office representative is also working 
with them. We hope to operate under the new procedure beginning 
next July 1. Undoubtedly Public Debt may mention that in their 
testimony. 

Those are some of the major items we have been working on, Mr. 
Chairman. We feel that very good progress has been made. In pre- 
vious years we have had a summary statement which we have been 
able to give to you for the record, but this year that report is not yet 
available. I understand it may not be ready for a couple of weeks. 
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However, we have a summary statement here of the certain projects 
in the Treasury Department, which we would be glad to furnish to 
the committee for its use or insertion in the record if you desire. This 
covers the highlights of accounting developments in the Treasury 
Department in 1955. 


HIGHLIGHTS OF ACCOUNTING DEVELOPMENTS 


Mr. Gary. The document “Highlights of Accounting Developments 
in the Treasury Department in 1955” will be inserted in the record at 
this point. 

(The information is as follows:) 

HIGHLIGHTS OF ACCOUNTING DEVELOPMENTS IN THE TREASURY DEPARTMENT IN 1955 


The annual progress reports under the joint accounting program have govern- 
mentwide coverage and are necessarily highly selective as to subject matter and 
brief with respect to individual topics selected. This year, there has been pre- 
pared a report on accounting developments in the Treasury Department for 
the purpose of providing more comprehensive information on particular subjects 
relating to Treasury accounting operations which are contained in the joint 
program reports. 

The following are highlights of the developments reported with respect to the 
Treasury's systems of central accounting and reporting and other projects of 
governmentwide significance. 


SYSTEM OF CENTRAL ACCOUNTING 


In 1955, certain important changes were made in the system of accounting for 
the Government's receipts and expenditures and related cash operations. In 
Inaby respects, the installation of these changes, beginning on July 1, 1955, 
brought to a climax a 5-year evolutionary period of progressive modification 
under authority of the Budget and Accounting Procedures Act of 1950. 

The new system of central accounts is designed to disclose the Government's 
receipts, by principal sources, and its expenditures according to the individual 
appropriation and other funds involved, together with the various types of cash 
transactions and the directly related assets and liabilities. The central accounts 
Will show the budget surplus or deficit, both annual and cumulative. The cumu- 
lative deficit will be represented by the difference between the assets and 
liabilities, 

One of the fundamental objectives in this area was to anchor the receipts 
and expenditures, which are derived from the operations of disbursing and 
collecting officers, to the changes in the balance of the account of the Treasurer 
which result from deposits in and payments from the Treasurer’s account 
through the banking system. This is being accomplished through the central 
accounting for liabilities representing checks unpaid and assets for deposits iu 
transit. Procedures built into the system tie in the balance of checks unpaid 
for individual disbursing officers with the reconciliation and audit of the officers’ 
accounts. Likewise, the deposits reported by disbursing and collecting officers 
are tied into the deposits received in the Treasurer’s account through the central 
summary operations. 

The new system has heen made possible through progressive simplification 
of central control procedures during the past 5 years. A basic step taken in 
1955, immediately preceding the installation of the new system, was the issu- 
ance of a joint regulation by the Secretary of the Treasury and the Comptroller 
General, under authority of the Budget and Accounting Procedures Act of 1950, 
which authorized the great majority of disbursing officers to draw checks directly 
on the general account of the Treasurer. This eliminated the use of about 2,000 
intermediate checking accounts for disbursing officers, with balances based on 
amounts of appropriations and deposits of certain collections. In addition to 
providing a practical basis for the new system of central accounts, this action 
created widespread simplication of procedures formerly required for the main- 
tenance of checking accounts. Also, it provided the basis for streamlining de- 
posit procedures, the accounting for receipts and various interagency trans- 
actions. Further, the effect toward a simple concept of accountability for 
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disbursing officers has now been achieved. Except for a few agencies to which 
the provisions of the new joint regulation remain to be applied, the cash account- 
ing systems of all agencies are now on a uniform basis. 


DEVELOPMENTS IN CENTRAL REPORTING 


Central reporting for cash operations is founded on the principles established 
jointly by the Secretary of the Treasury, Director of the Bureau of the Budget, 
and Comptroller General of the United States, in a document dated October 5, 
1953. This concerns largely the Monthly Treasury Statement which sets forth 
the classified receipts and expenditures and the budget surplus or deficit, and 
the annual Combined Statement of Receipts, Expenditures and Balances which 
furnishes underlying detail with respect to receipt, appropriation, and other 
accounts. 

Effective July 1, 1955, a revised and expanded classification of budget expendi- 
tures was adopted for the Monthly Treasury Statement, with the main objective 
of improving comparability between this statement and the detailed expenditure 
Classifications in the budget document. Two significant changes were made in 
the Combined Statement for the fiscal year ended June 80, 1955. TV irst, the 
tables showing details with respect to appropriations were expanded to include 
an analysis of the unexpended balances in terms of balances available and 
unavailable, and the obligated and unobligated amounts. Second, a new special 
table is provided to show condensed information on financial resources and 
obligations of each wholly owned corporation and other revolving fund of the 
Government. 

With respect to other central reports, work is underway to replace Budget- 
Treasury Regulation No. 38, concerning the reporting of certain assets and 
liabilities of the Government, with a new Treasury regulation developed jointly 
by staff of the Treasury Department, Bureau of the Budget, and General Ac- 
counting Office. While only Government corporations and other activities 
financed with revolving funds will be required to report this information at the 
outset, the new regulation provides a framework for ultimately obtaining data 
necessary to disclose, as completely as may be desirable and practical, the assets, 
liabilities and related financial operations of the entire Government. 


PROJECTS OF GOVERNMENTWIDE SIGNIFICANCE 


Developments in a few of the more important joint projects were as follows: 

Significant progress was made in 1955 toward the establishment of an inte- 
grated system of paying and reconciling Government checks. In October 1955 
the Secretary of the Treasury, Director of the Bureau of the Budget, and Comp- 
troller General of the United States approved a plan calling for the acquisition 
of electronic data processing equipment in the Office of the Treasurer of the 
United States. The Treasurer’s check payment function will include the proof 
of checks paid with checks issued as reported by disbursing officers. On this 
basis the detailed check proof or reconciliation operations presently performed 
in the General Accounting Office will be discontinued. The new system is 
scheduled to be installed in two stages, beginning on August 1, 1956, and 
January 1, 1957, respectively. When fully installed, there will be annual govern- 
mentwide savings of $1.7 million in appropriated funds, most of which will be 
in the General Accounting Office where the detailed check proof work is pres- 
ently done. Streamlining of operations at Federal Reserve banks should produce 
additional annual savings of more than $500,000. 

Marked progress was made in the program for maximum utilization of 
punched-card checks in lieu of paper checks. An additional annual volume of 
12 million checks was converted from paper to punched-card form during 1955, 
resulting in additional annual governmentwide savings of $270.000. Checks 
remaining in paper form by August 1956 will be converted to special types of 
card checks as part of the new electronics system heretofore described. 

Progress was made during the year by staff of the Treasury Department, 
Bureau of the Budget, and General Accounting Office in the development of 
plans and proposed legislation to simplify accounting for appropriations made 
for a definite period of time and to permit direct payment of old obligations 
without having them handled as claims in the General Accounting Office. 


Mr. Maxwe.u. Mr. Chairman, that is a summary of a more detailed 
memorandum. If you are interested in it, we will be glad to make it 
available to the committee. 
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Mr. Exson. Mr. Chairman, we have had a standing committee of 
the joint accounting program in the reporting field for the last 3 years, 
They have met constantly. On all new reporting developments we 
have had a member from the General Accounting Office, the Bureau of 
the Budget, and, when Defense was hi member of the Defense De- 
partment. They are subject to call at any time. For any new develop 
ments or any contacts of 2 governme ae le nature that atfeet reporting 
this committee works very closely. We have had wonderful coopera- 
tion. We coul | not hi ave ‘accomplished whi: il we his ave done hh the past 
3 years without this joint committee. 

Mr. Gary. Lam very glad to hear that re port, because this commit- 
tee has been very muc +, interested in that joint program and has done 
what it could to encourage it. 

Mr. Exson. The direct etfect of that, Mr. Chairman, is that agencies 
are cooperating much better in the last few years. That, of course, 
is important from a reporting point of view. We are getting wonder- 
ful cooperation on all of our requirements. 


LOSSES-IN-SHIPMENT FUND 


Mr. Gary. Will you prepare for the record, Mr. Maxwell, a tabula- 
tion of the appropriations to the Government losses-in-shipment fund ? 

Mr. MaxweE.u. Yes, sir. 

Mr. Gary. And show thee xpenditures by the major categories stated 
in your opening statement. 

Mr. Maxweti. May Task a question? Would you like to have those 
expenditures cumulative from the beginning ? 

Mr. Gary. Please make it cumulative. 

Mr. Maxweuw. I believe this document covers it. 

Mr. Gary. We will insert that table in the record. 

(The information is as follows:) 


Funds appropriated and transferred to the Government losses in shipment 
(revolving fund) 


Fiscal year Amount 
1938 i aa a a a a a aa aah re hh ee a $500, 000 
1939... i a Ns I aR et a oP 100, 000 
ae a i a a i a as Sl oe ce reel ne . 1, 000 
el ero Jutta bel te iah tials Sidi hte paid fs ea ee 1, 000 
NER se se ite 2a. Se Bg i iE ed ae dal mI he 100, 000 
NN opted ca ITO ta iN aa he ae 100, 000 


PRONE: “MUNIN TOCOT NE RON RON Ss Sta Sink in a 802, 000 
Transferred (September 1939) from securities trust fund ..___--_-__ 91, 803 
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WORKLOAD TABLES 


Mr. Gary. Will you insert in the record, with proper identifying 
headings, the workload tables appearing on pages 20, 23, 37, and 41 


of the justifications. 


Mr. Maxwenn. Yes, sir: 


| would be olad to. 


(The information is as follows:) 


PROCESSING DeEposIts oF WITHHELD Tax PAYMENTS 


Number of de positary receipts proce gsed 


Fiscal vear: 
M45 
1946 
147 
14S 
149 
150 
M1 


Fiscal vear—Continued 


3, 527, 611 12 


3, 699, 15S 19538 
3, SS7, 630 1054 


3. 9S9, 19 ie 


3, 922, 399 1956 Cestimate) 


t, 481, 451 LOT Cestimate) 
4, O64, 574 


MAINTENANCE OF GOVERNMENT ACCOUNTS 


N ambe r of accounting ifems 


) OOO 


» 210, 000 


PROCESSING INVESTMENTS, LOANS, CLAIMS, AND 


Number of transactions 


tment transactions 
in transactions 
nemployment trust 
Deposits 
W ithdrawls 
laims and collections 
International claims 
All other claims and payments 
Collections and deposits 
umber of accounts 
Number of postings 
Correspondence, reports, billings 
{‘laims and judgments 
Certificates of settlement scheduled 
Certified claims vouchers 


Total 


110, 000 
48, 000 
16, 000 


&, 500 
2, SO) 


207, 100 
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Depositaries supervised 


1955 


LEND LEASE 


Mr. Gary. Will you insert and bring up to date the table on lend 
lease which appeared at page 86 of the 1956 hearings? 

Mr. Maxwetr. Yes, sir, Mr. Chairman. 

(The information is as follows:) 
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Vir. CaNrietp. Mr. Maxwell, 1 concur in what the chairman of this 
subcommittee has to say about the use of electronics developments in 
the Treasury and other agencies of our Federal Government. [am 
clad to note the progress in that direction indicated by you and your 
aids here tod: lV. 

Mr. Maxweni. We are glad to hear that, Mr. Cantield. We hope to 
continue and, as [ indicated earlier, keep our costs down as much as 
possible. 
aah Cxanrietp. We miss Mr. Cake’s presence here this morning. 

e extremely sorry to learn the reason therefor. 
r. MI ixwetL. | will be glad to pass that information on to him. 


FOREIGN CURRENCY TRANSACTIONS 


 Canrienp. Your office has to do with foreign currency transac 
Will vou discuss that item briefly for the record at this point. 
fv. Maxwecr. Yes, Mr. Chairman. Under various laws and Execu- 
ders the Secretary of the Treasury is responsible for the 
nting and disposition of foreign currencies. 

Phe latest Executive order is 10560, of September 9, 1954. There 

ive also been numerous laws passed under which are provided pro- 
edures by which foreign currencies are received by the United States 
rovernment. These include the lend-lease agreements, surplus prop- 
rtv laws, and so on. 

The latest is Public Law 480, of July 10, 1954, which authorizes the 
sale of surplus agricultural commodities in exchange for foreign 
currencies. Under this law there have been numerous agreements 
with various countries where the surplus commodities could be disposed 

which agreements are consider ably different for each country. 
have to be patterne “l to meet local ‘conditions. 

—_ provided for the disposition of commodities up to S700 
Under Public Law 387 of the 84th Congress, approved 

Augus st 12, 1955, the authority was increased to $1, 5 billion. 
lt nder these provisions the Tre: asury Department develops the 
accounting instructions to the disbursing officers located at the United 
States Embassies abroad. The Treasur y also must send instructions 
as to when to make payments, we receive their reports monthty, which 
are reviewed to see that they have followed the instructions. ‘These 
reports are examined and entered into accounts and later compiled 
into financial reports to be used by the Fiscal Assistant Secretary’s 
Office in the disposition of currency. Also we make estimates in 

connection with the budget document. 

In some instances the “procedures are quite complicated because of 
various provisions. For example, one of the laws will say that an 
Ap propriation 1s made for a specific amount, in United States dollars, 
of which so much must be used from foreign currencies. In other 
cases, there is no limit on the amount of foreign currencies which can 
be used without reimbursement. Of course we have to classify trans- 
actions under all the various limitations and special categories pro- 
vided in these laws. 


Mr. Canrietp, These are disbursing officers in the various Embas- 
sies abroad. Are they employees of the Treasury Department? 

Mr. Maxwetyi. No, sir; they are actually on the payroll of the 
Department of State but they have been delegated the responsibility 
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for disbursing by Mr. Cannon. As a matter of fact, they disburse in 
Mr. Cannon’s name. 

In view of the fact that there is not enough work for a full-time 
job of one person in many of these foreign oflices, we feel it would be 
uneconomical for the Treasury to have a full-time employee at these 
locations, so the disbursing has been delegated to State Department 
employees. This practice has been followed from the beginning of 
the Division of Disbursement. 

Mr. Canrretp. There are, however, various agents of the Treasury 
Department employed by the Department abroad 4 

Mr. Maxwe.u. There are some; that is correct. Customs, of 
course, has employees abroad. The Office of International Finance 
has a representative in certain countries, though not many. Also, the 
Division of Disbursement has several employees in one office abroad 
where the employees are on our payroll: namely, at Manila, P. I. 


LEND-LEASE ACCOUNT WITH RUSSIA 


Mr. Canrretp. You made reference to the Lend-Lease Act? 

Mr. Maxwe tu. Yes, sir. 

Mr. Canrietp. Usually we ask about the specific status of our lend- 
lease relationship with the Soviet Union. Can you tell us about 
that ? 

Mr. Maxwetri. Mr. Canfield, the position is substantially the same 
as before. On July 1, 1955, we billed the Russian Government for 
$27,635,000, which included $16,788,000 for past due items and $10,- 
846,000 for the current year payments. However, they paid $7,692,- 
766, which is their computation of what they think they owe the 
United States. 

So far, the State Department has not been able to come to an agree- 
ment with Russia with respect to the amount due. For most coun- 
tries, these agreements have been concluded and we know definitely 
what we are supposed to bill the foreign government. In this case, 
there are still items disputed which have not been resolved into a 
fixed amount due the United States. 


RESPONSIBILITIES UNDER SATELLITE CLAIMS ACT 


Mr. Canrrevp. There is reference in your justifications to Public 
Law 285, 84th Congress, approved August 9, 1955, providing for the 
settlement of claims of American nationals against Bulgaria, Hun- 
gary, Rumania, Italy, and Russia. Briefly, what is your respon- 
sibility under that act? 

Mr. Maxweti. Mr. Canfield, Mr. Nussear, who is in charge of those 
operations, is here. If you have no objection I should like to have 
him answer this en. 

Mr. Nussear. Mr. Chairman, our responsibility under the so-called 
Satellite Claims Act is to pay the claims that are adjudicated by the 
Foreign Claims Settlement Commission. The first claims to be paid 
will be those claims with repect to the Soviet Union, which are paya- 
ble from the Litvinov moneys. We expect they will probably begin 
coming into the Treasury Department around the end of the fiscal 
year 1956. 

Mr. Canrrecp. You used the expression “Litvinov moneys.” 
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Mr. Nussear. Yes, sir. The International Claims Settlement Act 
provides that with respect to those claims against Russia, the money 
whieh was recovered under certain Litvinov agreements between the 
United States and Mr. Maxim Litvinov, representative of the Govern- 
ment of the Union of Soviet Socialist Republics back about 1933— 
wherein claims Russia had in the United States would be assigned to 
the United States, and there was approximi ately $9 million deposited 
in the Treasury on that account. The International Claims Act pro- 
vides that we will transfer this amount from a deposit account which 
we have been holding into the Russia Claims Account, which will be 
available for the payment of claims against Russia under the act. 

In addition, there was received $5 million from Italy. That amount 
of 85 million will be available to pay Italian claims. 

The Bulgarian, Hungarian, and Rumanian claims will be paid from 
money which will be transferred to the Treasury by the Alien Prop- 
erty Custodian, representing funds of those countries in his custody. 


REPORTS TO CONGRESS 


Mr. Canrieip. Mr. Maxwell, how many reports do you have to 
make to the Congress under law each year? 

Mr. Maxwetu. I could insert that in the record. We have to make 
the annual report of the Secretary, the combined statement of appro- 
priations, receipts and expe nditures, and several others. I have a list 
of those in my office and I would be glad to insert that in the record, 
‘; vou wish, Mr. Canfield. 

Mr. Canrietp. Will you do that. 

Mr. Maxwetu. Yes, sir. 

(The information is as follows :) 


List OF REPORTS PREPARED IN THE FISCAL SERVICE MADE TO CONGRESS REQUIRED 
BY LAW 


NATURE OF REPORT AND CITATION TO LAW 


1. Annual report of the Secretary of the Treasury on the state of the finances 
0.8. C. 262. 263, 265. 31.0.8. CG: 757 (4)). 
2. Combined statement of receipts, expenditures, and balances of the United 
States Government (5 U.S. C. 264). 

»o. Report of appropriation and fund balances and outstanding obligations 

ec, 1511 of the Supplemental Appropriation Act, 1955, Public Law 6638, approved 
August 26, 1954). 

t. Pershing Hall memorial fund (49 Stat. L. 426). 

». Report of the annual audit of the stabilization fund (31 U.S. GC. 822a), 


DAILY FINANCIAL STATEMENT 


Mr. Canrieip. In passing, will you bring us up to date about the 
daily financial statement ? 

Mr. Maxwe.u. Yes, sir. There was a major change in the monthly 
Treasury statement last year. As you recall, we revised the daily 
Treasury statement and made the daily report only a statement of 
cash withdrawals and cash rec eipts. The monthly statement is now 
the statement we use for determining budget receipts and expendi- 
tures and the budget surplus or deficit, and that statement is published 
once a month on the basis of reports received from the various agen- 
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cies which under this new procedure we are tying in with the accounts 
of the Treasurer's Office. 

The only change we made during this year is to show more classi- 
fications in the statement, which will be more useful to the Bureau of 
the Budget and others and will show for each bureau and each agency 
the information on expenditures. Previously we had grouped some of 
the bureaus or various agencies like Agric ulture and others into one 
line. Now we have broken it down into its various segments Increasing 
the separate classifications by over 270. We feel it will be much more 
valuable to anybody interested in any one of these items, which we 
previously buried under other classifications. 


ERRONEOUS REDEMPTION OF SAVINGS BONDS 


Mr. Steminskt. Would you know offhand, Mr. Maxwell, what the 
value of the losses incurred by banking institutions from erroneous 
redemptions of savings bonds, and the nature of that sort of opera- 
tion 4 

Mr. Maxwe.. Over the period since 1946, Mr. Sieminski, when we 
have been able to charge those items to the Government loss in ship- 
ment fund, and up to “June 30, 195: 5, the amount has been $965,722. 
That is for bond-redemption claims. There was a small amount for 
the Armed Forces leave bonds which is $29,597. 

Mr. Steminskt. $1 million since when / 

Mr. Maxwe tn. 1946. 

Mr. Stemtnskr. Roughly $1 million. 

Mr. MAxwe.u. Yes, sir. 

Mr. Steminskt. Would you say that there is anything we could do 
today under present proc edures to shave that down, or is that just 
one of the points of operation that you have to expect ? 

Mr. Maxwetu. When you consider the volume of items which is 
actually processed it is a very small percentage. These involve cases 
primarily where a bank through no fault or negligence of its own has 

cashed a bond for a person who was not entitled to it. That can hi ap 
pen in any number of circumstances. For example a person may cash 
both the original and a duplicate bond issued to him when the original 
was reported lost. Generally they are forgery cases. In one case 
that I remember the bank said that one of their customers brought a 
gentleman in and said, “This is So-and-so; he would like to get a 
bond cashed.” They cashed it, but it turned out that he was not 
entitled to the bond. 

Mr. Sremrnski. We have just changed the method of printing 
bonds. I am wondering if you can anticipate more counterfeiting 
and fraud in the days ahead than if you had kept printing bonds on 
high quality paper, engraved, before you went to offset printing. 

Mr. Maxwen. The Commission of Public Debt will have more 
information on that subject, but I understand they do not anticipate, 
for the low-priced bonds, too much additional forgery. 

Mr. Steminskr. Of course that was one of the points against going 
into offset, that it would open the way to more counterfeiting than if 
you had the engraved type bonds. 

Mr. Maxwell. Yes, sir. 

Mr. Sreminskr. This forgery figure happened while the bonds were 
being engraved, so my observation is probably inadequate. 








85 


Mr. Maxweux. Mr. Sieminski, could I supplement that figure on 
losses charged to the Government losses in shipment funds? The fig- 
ure I gave is correct with respect to the bond-redemption claims which 
have been paid; however, there have been recoveries from banks and 
individuals from 1946 to June 30, 1955, of $455,982, which reduces the 
overall cost to about a half million dollars. 

Mr. Stemtnskt. I have just another question or two. 


COMPARISON OF ACTIVITIES WITH THOSE OF GENERAL ACCOUNTING OFFICE 
AND BUDGET BUREAU 


Could you draw a distinction, generally, as between your operations 
and those of the General Accounting Office ¢ 

Mr. Maxwetw. Yes, sir. At one time we did have an operation 
which overlapped. At one time, the General Accounting Office kept 
a record of all the appropriations and we kept a similar record of the 
appropriations. In other words, early in our Government, one 
method of auditing was by keeping a dual set of records. However, 
that was discontinued in the General Accounting Office about 4 or 5 
years ago and the Treasury now has the only complete set of central 
records of all funds and accounts in the Government. 

The General Accounting Office also has the responsibility for 
auditing. The ‘Treasury only has the responsibility for internal audit 
of its own operations, nothing outside. 

The General Accounting Office also now has responsibility for ap- 
proving claims for the whole Government. We have only the re- 
sponsibility for our own claims and accounts. 

The General Accounting Office has the responsibility for es ing 
accounting systems in all agencies of the executive branch of the Gov- 
ernment. We have no responsibility for the approval of accounts, ex 
cept for our own area: that is, the Treasury Department. 

You might say the General Accounting Office generally is the au- 
diting agency of the Government, whereas we are the fiscal agency. We 
have many activities, of course, all subject to General Accounting 
Office audit. We are responsible for the payment of certain inter 
national claims, collection of the lend-lease accounts, and foreign ac- 
counts we have been discussing. We handle surety bond matters. We 
recently issued a regulation covering the purchase of surety bonds, 
which was authorized recently, where payments could be paid by the 
Federal Government. 

We compile the Government’s over-all fiscal reports. I mentioned 
central accounts before. We have many fiseal activities. 

Mr. Steminski. Do you feel in any of your activities that the Gen- 
eral Accounting Office breathes too closely on your neck ? 

Mr. Maxwetw. No, sir. 

Mr. Steminskt. In the sense of feeling that there is a duplication ? 

Mr. Maxweitu. We have been working with them to try to avoid 
duplication, Our joint program is, you might say, dedic ‘ated to that 
purpose of achieving efficient accounting. We work with them on it, 
because practically everything fits into the Treasury Department 
sooner or later. We have been working with them to avoid duplica- 
tion and to try to develop procedures which will give us satisfactory 
results and eliminate outmoded methods, such as the auditing I men- 
tioned before, where we had dual sets of books as a means of auditing. 
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Mr. Steminskri. What about the Bureau of the Budget? Do you 
find there is any duplication between your activities and theirs ¢ 

Mr. Maxweti. No, sir. The Bureau of the Budget has responsibil- 
ity in a different area. They have the job of eetting estimates to- 
gether and have gener: al responsibility for the management programs. 
As far as we are concerned, we are limited only to the: Treasury, where- 
as they go into the entire Government. 

Mr. Steminski. Thank you, Mr. Chairman. 


JOINT ACCOUNTING PROGRAM 


Mr. Gary. One of the purposes of the joint accounting program 
was to eliminate duplication, was it not ¢ 

Mr. Maxwe wn. That is one of the main purposes. 

Mr. Gary. And to act coordinately on certain matters? 

Mr. Maxweuu. That is right. 

Mr. Gary. And separate the spheres in which each agency or de- 
partment should work independently ? 

Mr. Maxweww. I think I could add, Mr. Chairman, we have had 
good cooperation among the three offices. 

Mr. Witson. Mr. Chairman, I believe you and Mr. Canfield have 
covered this subject very well. I would like to ask just one question. 


UNCLAIMED FUNDS 


To what extent do the unclaimed funds from partial purchas 
of bonds counteract the losses from fraud, forgery, and so forth? 

Mr. Maxwetu. So far, of course, we have not related the two to 
gether. One is in a separate account. 

Under our proposal we propose to take approximately $500,000 
of this fund and to transfer it to the Government loss in shipment 
account, which would be approximately our loss at the present time. 
In other words, one would offset the other. The amount in that 
account is larger. 

Mr. Witson. The unclaimed account on partial purchase of bonds 
is greater than your loss due to forgery and fraud ? 

Mr. Maxweu. That is right. There is about $700,000 in that. ac- 
count. We feel the transfer of $500,000 would sacialely take care 
of our needs for some time to come. 


SAVINGS FROM INSTALLATION OF ELECTRONIC EQUIPMENT 


Mr. Murray. What do you mean by the statement that potential 
savings, predicated on the installation of electronics equipment, are 
dependent upon the continuation of a sufficient volume at certain 
regional locations ? 

Mr. Maxwett. Mr. Murray, we fee! that to make this electronics 
equipment desirable and economical we have to have a sufficient vol- 
ume at a particular point in order to utilize that equipment. As was 
indicated earlier, Mr. Cannon said we should have at least 1 million 
items a month in order to make the use of electronics equipment 
desirable. The reason is that the rental is somewhat high, and its 
production is very high. If you do not utilize equipment to the 
fullest extent we have lost the advant: ages, First we have an increased 
rental, and then we have lost the advantage of large production. 
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We feel that we have to have that pretty well centralized in order 
to use it. 

Now, in connection with the program where we propose to use this 
equipment beginning July 1 in connection with reconciling Govern- 
ment checks—paid checks against checks issued—that will all be done 
in one office in Washington. At first we thought it could be done in 
the regional areas, but that would be too expensive to have all of that 
equipment in the 12 Federal Reserve banks, so we are planning to do 
it in 1 place. 

Mr. Murray. In other words, you find that with the use of this 
electronics equipment you have to centralize your operation rather 
than decentralize it 

Mr. Maxwe tu. Yes, sir; there is a tendency toward centralization 
rather than decentralization, to make it desirable. 

Mr. Murray. The savings that will result are from wages; is that 
not correct 4 

Mr. Maxwenu. I think that would be correct. In the estimated 
savings because of the use of electronics equipment the savings would 
involve a reduction of personnel. Mr. Cannon, do you have any 
figures on that? 

Mr. Cannon. We have a figure of estimated savings which we have 
developed in conjunction with manufacturers’ representatives, of 
around $1,085,000 annually after 1958, when we expect to get under 
full steam on the electronics program. 

I might supplement what Mr. Maxwell said by saying that a good 

t of the savings would result from the use of cheaper media from 

\ whi ch to prepare the check. At the present time our periodic payment 

checks are prepared from addressing machine plates. This is a metal 
pls ite. Itisa moree xpe nsive article to pure hase and also more e xpen 

‘to maintain, than puncheards or magnetic tapes. A good portion 

f ‘due savings will come from that, as well as from personal services. 

Mr. Murray. The greater portion you estimate to be from personal 
services ¢ 

Mr. Cannon. Personal services: ves, sir. 

Mr. Murray. Do you take into consideration in your studies the 

ect On persol nel? Certainly we are not creating any great say ings 

» just let out a lot of emp sloyees, without any place for them to go. 
CANNON. | re mention in that connection that in closing 
offices last vear we had fairly good suecess in placi Ineo most of 
people that were working for us in these 4 offices in other Gover 
ment agencies in those general locations. 

Under our electronics program, where of course there will be cor 
siderable savings in personal services, we will try to place personnel 
in other Government agencies. 

Mr. Maxwetn. Mr. Murray, in the field offices, we have a turnover 
of about 22 percent for last vear. Of course, that might mean that 
one job might turn over several times. But that is the figure we have. 
Ordinarily it would not be too difficult to place most of the people 
within a reason: . le time. 

Mr. Murray. I do not imagine at the present time in most of the 

ireas where you have regional offices you would face that diffic ulty, 
bal I am thinking of the time when you might. TI was just wondei 
ing if at the same time you are thinking of putting in these devices 
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you are thinking also, possibly, about what is going to happen to 
these people, and mi aybe how to help them in the readjustments mac 
necessary by the installation of the mac hinery. 

Mr. Maxwetx. What we have done in past years where we have 
had a reduction of force is that our personnel office has tried to locate 
the people who are qualified in other offices in the Government. or out- 
side the Government. Many of them, of course, find employment 
themselves and have no desire to continue in the Government. 
Others, of course, want to stay in the Government. We try to see if 
we can find some place where they are putting on additional people 
where those being separated can be e mployed. 

We have another problem, of course, in connection with personnel. 
The type of people we need for running this equipment is somewhat 
different from the type of people we now have. ‘There is a training 
problem. 

Undoubtedly the Treasurer’s Office will mention when they come in 
for their hearing that they are training present employees to run 
these new machines so that they will be qualified to undertake the 
work on the new equipment which they have never seen until recently. 

Mr. Murray. But you are going to attempt to give the preference 
to the present employees, so far as whatever additional or different 
jobs might be created as a result of this installation are concerned ? 

Mr. Maxwewtr. That is exactly right. They are different types of 
jobs requiring different training, but we are trying to train the people 
we have to run them. 

Mr. Murray. How about the maintenance of this equipment’ Is 
all of the equipment rented ¢ 

Mr. Maxweti. That is rented, and it is all part of the rental cost. 

Mr. Murray. The maintenance is a part of the rental cost 

Mr. Maxwe .. Yes, sir. 

Mr. Mcrray. Do you find it more economical to rent the equipment, 

have you made any studies? 

Mr. Maxwett. I believe the electronic equipment which we have 
investigated so far is only rented. 

Mr. Gary. You cannot buy it. They will not sell it. They only 
rent it. 


ERRONEOUS REDEMPTION OF SAVINGS BONDS 


Mr. Murray. As to your account to replace losses by banking in- 
stitutions for erroneous redemptions of savings bonds, you make pay 
ments only where there has been no negligence on the part of anybody 
in making the erroneous redemption; is that not correct ? 

Mr. Maxwewi. That is right. We have some instances where the 
bank has had to stand the loss because the tellers have not been too 
careful in cashing the bonds. In some cases the banks do not like it, 
naturally, because they would like to be reimbursed for every such 
loss. However, we have to contend with that. 

We have a group in the Fiscal Assistant Secretary's Office, a three- 
member committee which passes on those cases where there is a dispute. 

Mr. Murray. I had assumed that was the case. 

Mr. Maxwetui. That is right. 

Mr. Murray. I would not want people to think if they were negli- 
gent that they could expect to be reimbursed. 








Mr. Maxwetu. That is right. 
to this account. 


Program by activities 
l. Processing payments 
2. Issuance of savings bonds 
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DIVISION OF DISBURSEMENT 


SALARIES AND EXPENSES 


Program and financing 


, 716, 583 
263, 249 





, 
| lotal obligations 14, 979, 832 
? I ng: Unobligated balance no longer available 25, 536 
Appropriation (adjusted) 15. 005. 368 
. Proposed supplemental due to pay increase 
| si 
Obligations by objects 
Object classification 1955 actual 
Total number of permanent positions 1, 934 
, Full-time equivalent of all other positions 231 
Average number of all employees 2.106 
Number of employees at end of year 1, 908 
Average salaries and grades 
(seneral schedule grades 
Average salary $3, 550 
Average grade GS-3.5 
Personal services 
Permanent positions $6, 784, 259 
Positions other than permanent 636, 196 
Regular pay above 52-week base 24, 441 
Pavment above basic rates 39, 391 
Total personal services 287 
02 Travel 661 
03 ‘Transportation of things 471 
04 Communication services », SYY 
05 Rents and utility services 5, S56 
06 ~=Printing and reproduction 066 
Purehase of blank checks 9,712 
07 Other contractual services , 183 
Services performed by other agencies 
OS Supplies and materials 748, 522 
09 Equipment 29, 137 
13 tefunds, awards, and indemnities 2, 239 
15 Taxes and assessments 29, 799 


Total obligations 


14, 979, 832 


1956 estim 


$15, 564 
264, 


15, 829 


1956 esti 


$3, 


GS 


$7, O81, 
343, 





821 
179 


OOO 


5, 000 
, 000 


, 926 


116 


, US4 
, 951 


794 
3.4 


103 
360 


056 
, 852 


371 
300 


5, 973 


408 
916 


S10 


370 


. 273 


. 000 


123 


25, 581 


15, 829, 


, 875 


OO) 


263, 


, 240 


, 240 


, 80 


Such items, of course, are not charged 


9453 
047 


OOO 


OOO 


046 


116 


, 004 
, 972 


434 


360 


», 46 


400 
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Budget authorizations, expenditures, and balances 


1955 actual | 1956 estimate 


000 $15, 475, 000 $16, 240, 000 
5. 308 


5, 368 15, 475, 000 
354, OOO 


SUH 2, 601, 705 


204 18, 430, 705 


Mr. Gary. We will now take up the Division of Disbursement, 
for which the appropriation for 1956 was $15,475,000. The appropria 
tion for 1956 including the proposed pay supplement is $15,829,000. 
The estimate for 1957 is $16,240,000, an increase over the appropria 
tion plus supplemental for 1956 of $411,000. 

I believe Mr. (Cannon, the chief cisbursing’ oflicer, will cover this 
item. Mr. Cannon, do you havea veneral statement / 

Mr. Cannon. Yes, sir: I do. 

Mr. Gary. We will be very glad to hear from you at this time. 


GENERAL STATEMEN'I 


Mr. Cannon. Mr. Chairman and members of the committee, thi 
Division of Disbursement through its 21 regional offices performs 
the functions of disbursement 21 ad ot issuance of United States sav- 
ines bonds for more than 1.300 separate United States Government 
oflices throughout the United States and ‘Territories and the Philip 
ines. In addition, the Division exercises technical supervision over 
he disbursing operations ot [ nited states disbursing’ ollicers Sta- 
tioned at embassies and consulates in ‘ull foreign countries and Serve 
as the for al point in arranging for foreign disbursing’ service for all 
agencies of the United States Government. except for reoular foreion 
establishments of the Department of Defense. 

Under a delegation ot authority from the Secretary of the Treas- 
ury the Division also issues substitute checks to replace lost, stolen, 
destroyed, and mutilated checks for all disbursing officers of the 
United States. This function is covered by Public Law 243, 79th 
Congress (59 Stat. 592). 

Appropriation estimates are based on two factors only volume of 
checks and bonds issued, multiphed by the related unit cost. <All 
obligations incurred are channeled to the cost of the completed prod- 
uct which thus includes all elements of cost such as direct labor, 


1 
i 
1 
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supervision, supplies, postage, equipment, and overhead for each type 
of work. Fixed charges for m: jor items of supplies, such as blank 
check stock, envelopes, and postage on check mailings, constitute ap- 
proximately 50 percent of the appropriation requirements. Estimates 
of work volume submitted by the administrative agencies are re- 
viewed by the Division in the light of actual volume for the current 
and prior years, present trends, legislation affecting the payment ac- 
tivity, and other factors. We have no control over the volume of work 
to be handled, since all of our work originates in the agencies for 
which we disburse. 

Prior to submitting the appropriation estimates, the actual unit 
cost for the latest comple te year is analyzed to ascertain any items of 
abnormal cost or any increase or decrease in the rate of expenditures. 
Kffect is given for any new items of expense and for any increase in 
salary rates resulting from legislative action, such as the Federal Em- 
ployees Pay Act of 1955. The unit rate is reduced for any nonrecur- 
ring costs and for any sav ings from management improve ments antic- 
ipated in the ensuing year. 


RESULTS OF OPERATIONS, FISCAL YEAR 1955 


In the fiscal year 1955, with continued emphasis on more efficient 
manpower utilization and increased production through improved ma- 
chine methods, we were again successful in reducing the unit cost of 
checks processed and the number of employees required to do the 
work. In that vear we processed over 212,500,000 items at a cost 
of $15,513,053, including $5,747,422 paid to the Post Office Department 
for postage. Our average unit cost in 1955 (exclusive of postage) 
was 4.6 cents. This is a reduction of one-third cent per item from 
the 1954 cost and was accomplished in the face of the general salary 
increase of 714 percent which was in effect for 514, months of fiscal 
vear 1955. Despite an increased work volume of 5,500,000 items in 
1955 over 1954, we reduced our force by 89 employees. 

Mr. Chairman, in order that this committee may consider our ap- 
propriation request in relation to prior years, we have prepared the 
following comparative statement which shows for each vear from 
1947 through 1957, the number of items processed, cost, and the 
average unit cost. 





Work volume, cost, and unit cost, fiscal years 1947-5? 
ny Total cost 
Number of jin I 
| l year items proe- — ree ! : 
; , relmbursabi¢ a ( 1 
transfers 

47. = 172, 488, 422 $11, 002, 370 $11, 002, 370 $0. 0638 
O48 __. 171, 555, 651 10, 034, 622 10, 034, 622 " _ O58 
444 183, 925, 581 11, 215, 534 11, 215, 534 Ot 
Qh 198, 097, 940 11, 955, 043 11, 955, 053 ne 
1951 188, 027, 401 11, 600, 042 11, 600, 042 061 
952 198, 120, 498 12, 682, 749 12, 682. 749 0640 
1953 199, 600, 630 10, 818, 617 10, S18, 617 0542 
1Y54 206, 978, 202 15, 367, 815 $5, 129, 719 10, 238, 096 0495 
1955 2, 51 1, 246 15, 513, 053 , 247, 422 1, 765, 631 . 0460 
956 (estimated , 144, 000 16, 288, 195 6, 130,113 10, 158, OS2 15] 
57 (estimated 517, 000 16, 695, 711 6, 464, 308 10, 231, 403 043% 
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APPROPRIATION FOR THE FISCAL YEAR 1956 


The appropriation for the current year 1956, $15,475,000, was ap- 
proved prior to the passage of the Federal FE mployees Pay Act of 
1955. It is estimated that authorized salary increases resulting from 
the Federal Employees Pay Act of 1955, will total $537,000 in 1956. 
However, due to management savings, we anticipate that only $354,- 
000 will be required to defray this added cost. We expect to receive 
reimbursement of $459,195 for work performed for the Railroad 
Retirement Board and the Commodity Stabilization Service, De- 
partment of Agriculture, making the total for the year $16,288,195. 
According to advice received from the various administrative agencies 
served, the Division will process 225 million items in 1956. The aver- 
age cost for writing checks (exc ‘lusive of post: ge for mi: alling checks) 
is expected to be about 41/ » cents per item in 1956, or a reduction of 
one-tenth of a cent under the unit cost for 1955, a eee the 714 percent 
increase in the cost of salaries for the full ye 


APPROPRIATION ESTIMATES FOR 1957 


The estimates submitted by the administrative agencies for 1957 
indicate that we will be called upon to process 236 million items, 
which is 11 million more items than we have for 1956. To process 
this work at the increased salary rates, an appropriation of $16,240,000 
is requested. Also, it is anticipated that $455,711 will be received in 
reimbursement for work performed for the Railroad Retirement Board 
and the Commodity Stabilization Service, Department of Agriculture, 


making a total of $16,695,711 for 1957. Of this amount, 38 percent, 
or $6,464,308, will be ceive’ for payment of postage on checks mailed, 
leaving $10,231,403 to cover actual production costs. The projected 
average unit cost per item exclusive of postage is 4.5 cents for 1957. 
This is two-tenths of a cent less than the estimated unit cost for 1956. 

The appropriation request for 1957 is $411,000 over the amount re- 
quired for 1956, ts aking into consideration the anticipated supplemental 
appropriation of $ 354,000 to cover the cost of salary increases for 1956. 
The increase of $411, 000, together with anticipated savings, w ill enable 
us to process an increased work volume of 11 million items in 1957. 

Mr. Chairman, I have a statement reflecting a comparison of the 
work volume between the fiscal years 1956 and 1957, which I believe 
will give you a picture of our operations for these years. 
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Statement reflecting a comparison of work volume for fiscal years 1955, 1956, and 
1957, included in budget estimates for 1957 


| | 
1955 actual 1956 esti- 1957 esti- | Increase (+-) 
Agency or activity work mated work | mated work | decrease (—) 
volume volume | volume | 1957 over 1956 


PROCESSED FROM APPROFRIATED FUNDS 
| 


| 
Veterans’ Administration. .---- : 71, 349, 098 72, 314, 725 72, 614, 725 | 4-300, 000 
Social Security a Se ea a a 79, 721, 869 91, 594, 000 102, 190,000 | +10, 596,000 
Income tax refunds_____.---..--- 7 33, 447025 | $3,000,000 | 33,000,000 |___- pe 
Other regular agencies 5 : 20,079,557 | 21,163,275 | 21, 660, 275 +497, 000 
United States savings bonds___. 7 a 2, 529, 027 | 2, 500, 000 2, 500, 000 


Total direct appropriation __.....} 207, 126, 576 | 220,572, 000 | 231,965,000 | +11, 393, 000 


PROCESSED FROM REIMBURSABLE FUNDS 


Department of Agriculture, Commodity 

Stabilization Service. _.._-- ; 3, 630, 981 1, 859, | 2, 009, 000 +150, 000 
Railroad Retirement Board: Unemployment | 

insurance . : , 756, 689 | 2, 703, 2, 543, 000 — 160, 000 


Total transfer funds_-- 5, 387, 670 | 4, 562, 4, 552, 000 —10, 000 
Co S| 212, 514, 246 225, 134, 236, £17, 000 +11, 383, 000 


INCREASE IN PRODUCTION 


Processing checks and issuing savings bonds are highly mecha- 
nized operations in our Division. Since the Division was established, 
the staff has continually striven to increase output by increased em- 
ployee production, installing high-speed labor-saving machines and 
-treamlining procedures. 

If I may ‘I would like to draw a comparison between the Division’s 
first full year of operations and 20 years later. In 1935, using per- 
sonnel, equipment and procedures of the agencies whose disbursements 
were taken over, we produced 29,520,596 items (checks and certificates 
of deposit), w ith 1 066 employees. ‘Thus in that first year we attained 
a productivity of 28,000 items per employee. In 1955 we produced 
212,514,000 items, using the services of 2,197 employees, or 96,000 
items per employee. This represents an increased productivity per 
employee of 243 percent since 1935, and it is still increasing. 

Our employees are conscientious workers and give their Govern- 
ment an honest day’s work, which is reflected in the increased produc- 
— we have attained. The basic factors which have contributed to 

he Division’s success in improving manpower utilization and reducing 
se may be summed up in one sentence: The concentration of a large 
volume of work in a few locations enables more effective use of modern 
high-speed machines and more efficient utilization of manpower. 

I have a table which shows for each year from 1935 through 1957 
~ number of items processed, the cost of personal services, the num- 
ber of employees, their average salary, and the composite average 
production per employee. An interesting fact is that between 1947 
and 1955 salaries increased from an average of $2,329 to $3,540. Per- 
sonal services cost on the other hand decreased from $8,699,000 to 
57,799,000 per annum. Work volume increased over 40,000,000 items. 
Thus a reduction of $900,000 in personal services cost was realized, 
despite higher salary rates and a much greater work volume, only 
because production per employee inc reased more than 100 percent 
during that period. I believe the table will give the committee a gen- 





eral idea of the progress which has been made in this direction, and 
you may wish to insert it 1n the record. 


Personal Number Average Number 
service of em- salary per | items px 
cost ployees employee | employee 


Number of 


items 


Thousar a 
, 066 
, O61 
, 047 
, 002 
005 


pn 


KANN NNN N HR Ree ee eee 


» 02 ‘ 
, 501 
756 

, 984 
2, 111 
2, 390 
3, 149 


000 


OOo 


57 may be con par 


il security office 


en excluded in computing the average 8 prodt iction per employer 


May I degress at this point, Mr. Chairman, to acknowledge that 
much of the eredit for the Division's accomp ishments in reducing 
costs is due your committee? Your kindly criticism and praise have 
heen an acd led incentive to improve our oper tions. It is a source 
of gratification to me, as I am sure it is to your committee, that we 
oon successfully met the challenge occasioned by many unexpected 
contingencies, and at the same time. maintained a high standard of 
ervice with the funds which you have authorized. 


MANAGEMENT IMPROVEMENTS 


During the fiscal year 1955, our management-improvement pro 
eram enabled us to realize savings amounting to $504.333. These 
savings permitted us to process 7 million additional payments in 1955 
without requesting additional funds and to absorb the cost of within- 
orade promotions anc veterans’ rate changes which was not ineluded 
in the budget estimates for that year. 


STUDIES INVOLVING DELEGATIONS OF DISBURSING FUNCTIONS 


As I stated in my appearance before this committee last year, the 
Secretary of the Treasury has deleg: ited to the Railroad Retirement 
Board the function of disbursing retirement benefits and administra- 
tive salaries and expenses in ( ‘hie: ago. That agency is now engaged 
upon a study to see if aly economies can be effec ‘ted through the pay- 
ment of une mployme nt and sickness benefits by its ( ‘hicago disbursing 
unit. The Division of Disbursement has continued to make unem- 
ployment and sickness benefit payments for the Board’s regional 
offices outside Chicago. 
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A pilot study was begun in Birmingham on July 1, 1955, to develop 
data as to possible economies resulting from integration of agency 
accounting and disbursing functions for social-security payments. 
\ similar pilot study was inaugurated during the month of Sep- 
tember 1955 in the New York regional office of the Veterans’ Admin- 
stration. We are closely following developments in these pilot 
studies. We hope that the studies will provide data which will be of 
assistance in determining whether or not further delegations should 
be made. It is the Treasury view at this time, however, that a de- 
cision as to any further delegations of disbursing functions must rest 
upon a determination that there will be an overall saving to the Gov- 
ernment as a result of such delegation, taking into account not only 
the cost of performing disbursing functions in the agencies mentioned 
but also the effect on the cost of the remaining disbursements in the 
Division of Disbursement. 


STUDIES AND USE OF ELECTRONIC EQUIPMENT 


We are cont iInuing our studies of the use of electronic equipment for 
writing checks. The first electronic installation for Government 
checkwriting is scheduled for the Boston regional disbursing office 
sometime this year. This installation will consist of a single unit 
capable of printing, tabulating, and listing 100,000 checks daily. It is 
planned to use this equipment to handle an annual volume of 4,500,000 
tax-refund checks and 3,500,000 checks representing salaries, veterans’ 
be - fits, and other types of payments in that area. 

\ dual unit of the same type of equipment capable of printing, 
tabulating, punching, and listing 200,000 checks daily will be placed 
n the New York regional disbursing office shortly after the Boston 
nstallation. With this equipment it is planned to process an annual 
volume of approximately 31,450,000 payments, including 22 million 
payments for social-security benefits, 5,800,000 payments for veterans’ 
benefits, 2,230,000 tax-refund payments, and 1,400,000 payments re pre- 
senting salaries and other types of obligations. 

We plan further electronic installations using various types of 
equipment as it becomes available. Our purpose is to determine on a 
competitive basis by actual use the types of electronic equipment of 
different manufacturers best suited for Government checkwriting 
operations. 

The electronic program is still in the experiment: il stages. We do 
not know definitely when all of the various types of equipment will 
be available or what such equipment will do under actual working 
conditions. ‘There will be many problems to work out. It will require 
training of employees, preparation of new checkwriting media, and 
revision of existing operations and procedures. We believe that this 
equipment, when out of the experimental stage and actually in opera- 
tion, will show substantial savings: however, tangible savings are not 
expected to accrue prior to the fiseal year 1958. For that reason we 
have not anticipated in the budget estimates for the fiscal year 1957 
savings or reductions resulting from the use of electronic equipment. 

The Division of Disbursement is in a particularly favorable position 
toexperiment with high-speed electronic cheekwriting machines, since 
it writes more than two-thirds of all checks issued by the Government. 
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Virtually all of the Division’s check-processing activities are concen 
trated in a relatively few regional offices, thereby affording oppor- 
tunity for the greatest possible utilization of modern high-speed 
machines and production line methods. 

We will push this program as rapidly as possible. We hope that by 
this time next year we can report to this committee as to the possibilities 
for savings based upon actual results of our experiments. 

Mr. Gary. Thank you, Mr. Cannon. 


SALARIES AND EXPENSES 
SUMMARY JUSTIFICATION DATA 


We will insert pages 45, 46, and the table at the top of page 47 at 
this point in the record. 
(The matter referred to is as follows :) 
Analysis of appropriation base for fiscal year 1957 
Regular appropriation, 1956 act oi _ $15, 475, 000 
Supplemental appropriation for 1956 


Total appropriation, 1956 _ 2 : 15, 475, 000 
Reductions: 
Activity No. 1, processing payments 
Activity No. 2, issuance of savings bonds 


Total 
Additions : 
Activity No. 1, processing payments 
Activity No. 2, issuance of savings bonds 


Ji | - ; ita ; 
Adjustment in base (net) : , 120, 158 


Appropriation base for 1957 ‘ 5, 595, 158 
Increase over appropriation base for “1957 ‘ 644, S42 


Appropriation estimate for 1957_ , 240, 000 


Increase or decrease from total appropriation, 1956__- 765, 000 


1PDoes not include anticipated supplemental for 1956 to cover cost of authorized pay 
increases. 


Comparison of appropriation base with appropriation estimate for 1957 
I J ap} pro} 7 


| 
| Appropriation base A ppropriation esti- Increase (+ 
| for 1957 mate for 1957 decrease ( 
|I——__— — tal 

|} Average ” . Average Average 
nou! 


Amount 


m Amot 
position positions positions | “mount 


—— ee 


1,883 |$15, 332,111 1,940 |$15, 976, 953 | 57 $644, 842 
. 64 | 263, 047 64 263, 047 


1. Processing payments 
2. Issuance of savings bonds 


Total. | 1, 947 5, 595, 15 2. 004 16, 240, 000 57 644, 842 
Adjustment in base (net) - +37 18 -37 +120, 158 


Total, appropriation 1956, and | | 
appropriation estimate for } 
Boon 


| 15, 475, 000 2, 004 | 16, 240, 000 | 765, 000 
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GENERAL. STATEMENT 
Functions 

The Division of Disbursement is responsible for disbursing moneys of all 
executive departments and agencies except the Military Establishments, postal 
service, and certain Government corporations (5 U. 8. C. 124-182). Its fune- 
tions include: (1) making payments from appropriated, trust and deposit funds 
(31 U. S. C. 492); (2) issuing substitute checks for all disbursing officers of the 
United States Government (31 U. 8S. C. 528); (8) issuing United States savings 
bonds under the Government payroll savings plan (381 U.S. C. 757) ; (4) prepar- 
ing vouchers for periodic payments from addressograph plates (31 U. 8. C. 82a): 
and (5) preparing payrolls from addressograph plates for check payments to 
employees. 

Organization 

The Division consists of a Washington central office and 21 regional dis- 
bursing offices. In addition to the activities of the central and regional offices, 
payments are made by delegation through assistant disbursing officers and agent 
officers who are employees of other agencies, but who in disbursing public funds 
operate under the direction of the Division of Disbursement. For the most part 
agent officers are located at Government agency stations, foreign and domestic, 
including hospitals, penal institutions, and other locations where small on-the- 
spot cash payments must be made (e. g., payments on account of the veterans 
patients’ fund, Federal prisoners’ fund, etc.). 

Increases—fiscal year 1957 

The increase in the fiscal year 1957 is due to salary increases authorized by 
Public Law 94, 84th Congress, and an increase of 11,398,000 payments over the 
number to be processed in the fiscal year 1956. The major part of the increase 
in work volume (10,596,000) is due to increased benefit payments for the Social 
Security Administration. While the increase between the estimate for 1957 and 
the appropriation for 1956 amounts to $765,000, the actual increase will only 
amount to $411,000 after giving effect to the proposed 1956 supplemental for 
authorized pay increases, 

The 1957 estimates provide only $81,605 for equipment ; $54,300 is for increased 
workload, and $27,305 is for emergency replacement purposes. This action, 
which is taken to reduce expenditures in 1957, will only mean deferring the 
purchase of badly needed equipment to a later time. In the meantime, such 
deferral will make necessary greater expenditures for maintenance and repair. 
Continued deferment wil inevitably result in production loss and higher costs. 


Analysis of appropriation base 


Net change in base, 


Adjustments in base increase (+) or de- 
crease ( 


Appropriation alloca- 
tion for 1956 


Activity 


‘rage sduc- verage 
Aver pis Amount Reduc Additions | A ee 
positions | ; tions positions 


| aon cae ek ee = 
1. Processing payments 1,920 |$15, 227,879 | $230, 723 | 
) 


7 
2. Issuance of savings bonds | tr 1,132 | 


$334, 955 
17, O58 


Total 1, 984 | 15, 475, 000 


231, 855 352, 013 


! 


Mr. Gary. We have covered pretty fully the subject of the Division 
of Disbursement in the previous discussion, so it will not be necessary 
to repeat that at the present time. 


REASONS FOR INCREASE FOR 1957 


I would like to ask, however, Mr. Cannon, what is the reason for the 
increase other than pay costs / 

Mr. Cannon. The increase of $411,000 over the 1956 funds is due 
solely to an increase in work volume of 11 million items. Of those 11 





98 


million items, 10,596,000 represent an increase in social security pay- 
ments; veterans payments account for 300,000 items of the increase ; 
and other miscellaneous agencies 497,000 items. 

Mr. Gary. You stated you have turned certain of your disburse- 
ments over to those agencies to perform themselves. Why should you 
have an increase in the number of items which you process for the 
agencies in view of the fact you are turning some of their work back 
over to them? 

Mr. Cannon. Mr. Chairman, the two agencies mentioned, Social] 
Security Administration and Veterans’ Administration, are on a pilot 
or test study basis and the funds to cover those installations are in- 
cluded in our figures both for 1956 and 1957.. We are arranging with 
Social Security Administration and later with the Veterans’ Adminis- 
tration to transfer whatever funds we had estimated for Birmingham 
and the New York Veterans’ Administration regional offices to them 
on the basis of transfer vouchers which they will submit to us. But 
funds estimated for those two places are included in our 1956 appro- 
priations and in our 1957 estimates. 

Mr. Gary. Is the additional number of checks for social security 
due to the expanded coverage of the act? 

Mr. Cannon. Yes; plus normal increase. 

Mr. Maxweiu. May I add there has been no final decision as to the 
performance and delegation of this work. 


Mr. Gary. In other — it is experimental 7 
Mr. Maxwetu. Yes, si 


CONVERSION TO CARD CHECKS 


Mr. Gary. What would be the effect on the Division’s costs of the 
conversion to all card checks? 

Mr. Cannon. We are substantially converted now to all card checks. 
The only paper checks we have are in some of the smaller agencies to 
whom we have delegated the functions, such as the Coast Guard and 
the Institute of Inter-American Affairs. But in our regional dis- 
bursing offices we have completed the conversion to card checks. 


REDUCTION IN SUPERVISORY OVERHEAD IN WASHINGTON 


Mr. Gary. How much has mee rvisory overhead in the headquarters 
in W ashington been reduced as a result ‘of Cc ‘losing some of the region: il 
offices ? 

Mr. Cannon. The reduction as a result of closing four offices last 
year amounted to $117,540 for disbursing. We were not in a position 
to effect reductions in the supervisory overhead expenses in Washing- 
tion directly attributable to the closing of the offices. Of course 
supervisory overhead expense in the four regional offices was saved. I 
do not have the figures but we would be happy to supply them for the 
record, Mr. Chairman. 
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Reduction in disbursing costs from closing of regional offices * 


1 Savings in accounting costs payable from the appropriation “Salaries and expenses, 
Bureau of Accounts, Treasury,’ amounting to $18,000, were also effected. 


Personal services: 
General supervision ‘ piesa -.-— $49, 932 
Indirect labor___ : . — : a she ee 
Operative labor 35, T98 


Total, personnel services__- 2 = 102, 59. 


- “ys 


Other obligations: Rental of equipment, communications, contractual 
services, miscellaneous supplies, etc_- Lea eaact aie a8, 000 


Total... . —— ai ; ean “Hz: 540 
COST OF MAINTAINING DETAILED COST REPORTING SYSTEM 


Mr. Gary. How much does it cost annually to maintain your de- 
tailed reporting system / 

Mr. Cannon. We have recently made a number of changes in our 
cost-re ss system, Mr. Chairman. We have reduced the report- 
ing requirements. We discontinued certain of the time studies that 
we were maintaining in regional offices. Hereafter the time studies 
in regional offices will be confined solely to special projects, as for 
example, the contemplated experiment with electronic equipment. 
We have reduced some of the requirements in the central office. The 


expense for maintaining our cost reporting system is now approxi- 
mately $50,000 a year. 


VOLUME AND COST BY ACTIVITY 


Mr. Gary. We would like you to insert in the record at this point 
the tables on pages 51, 52, 53, at the bottom of page 55, and on page 57, 
with the proper identifications. 

(The tables referred to are as follows:) 


Volume and cost by activity, 19565 


| | 
Number of | Baan eat Pay in- 


gency i 
Agenc’ items | crease cost ! | 


Total cost 


. Processing payments and collections 
Veterans’ Administration 17, 261, 53 $4, 931, 246 $43, $4, 
Refunds on NSLI , O87, 56 QRR, IRS 2 7% 

Social Security Administration 79, 72 , 5 O80. ORO 
Income-tax refunds 
Other administrative agencie 


974, 902 
200, 919 


2, 328, 490) 
1, 938, GOS 
14, 566, 906 

258, 6S1 





suance 
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Volume and unit cost by activity 


Agency 


essing payments and collecti 
Veter 
Refi 
S 


ns: 
ins’ Administration 

tefunds on NSLI 

Social Security Administration 

Income-tax refunds 

Other administrative agencies - - 


Subtotal 


of savings bonds 


TN 


| 
| 


| Number of 


| items 


67, 261, 537 
4, O87, 561 
79, 721, 869 
33, 447, 05 
20, 079, 
204, 597, 549 
2, 529, 027 


207, 126, 576 





Volume and cost by activity, 


Agency 


essing payments and collecti 
Veterans’ Administration 

Refunds on NSLI 
ocial Security Administr 


ition 


I 


Number of 


items 


68, 814, 725 
3, 500, 000 
91, 594, 000 
33, 000, 000 
21, 163, 275 
218, 072, 000 
2, 500, 000 


72, 000 


Pay in- 
crease cost 
unit cost 


Base unit 


cost 


$0. 0007 
OO07 
. 0005 
0011 
.0114 


. 0007 
0018 


. 0696 
. 0966 
.0712 

. 102 


. 0007 


1956 


Pay in- 


Base cost ’ 
|; crease cost 


O2%, 
246, § 
566, 


999 


9S1, 110, 050 


519, 573 


17, O58 


15,045 


247, 121 
15, 


292. 369 536, 631 


Volume and unit cost by activity 


wry nt ry wll . 
yments and collections 


Administratio1 
unds on NSLI 

cial Security 

-tax reful 


1diminis 


ner 


Subtotal 


of savings bonds 


3 », OOO 
91, 594, 000 
33, 000, 000 
21, 163, 275 


>} 000 


& O7 


2 5OO. OOO 


WW) 


aor 


69, 114, 725 
3, 500, 000 
102, 190, 000 
33, 000, 000 
21, 660, 275 
229, 465, 000 
2, 500, 000 


231, 965, 000 


$0. 0731 $0. 002 


O705 0022 
0016 
0019 


0052 


. OOO 
OO74 
OUSt 


0024 
QODS 


0025 


$4, 970, 

243, 
6, 045, 
2, 193, 
1, YRS, 


977 
729 
216 


, 456 


534, 632 
17, 058 


551, 690 


| 
| 


$0. 0740 
.0712 
- 0642 
. 0707 
. 0980 


Total cost 


15, 829, 000 


$0. O758 


~Uldi 
0624 
. 0093 


OOSS 


il cost 


, 157, 
251, £ 
210 
2, 256, 


2, 099, 


, 976, 


263, 


5, 240, 
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Volume and unit cost by activity 


Number of Base unit E ar a Total unit 


items cost cost 
cost 


Agen 7 


Processing payments and collections 
Veterans’ Administration 69, 114, 725 $0. 0719 $0. 0027 $0. 0746 
Refunds on NSLI 3, 500, 000 . 0697 0022 0719 
Social Security Administration. 102, 190, 000 . 0592 0016 0608 
Income-tax refunds 5 33, 000, 000 0665 0019 0684 


Other administrative agencies - - 21, 660, 275 0918 0051 0969 


Subtotal 229, 465, 000 0673 0023 0696 
2. Issuance of savings bonds 2, 500, 000 0984 0068 | . 1052 


Petal 2... 231, 965, 000 . 0676 0024 . 0700 


SOCIAL SECURITY PAYMENTS 


There follows a table which shows the actual work volume and increases for 
the fiscal years 1944 through 1955 and the estimates for 1956 and 1957. 


ncrease ov : : asielliae ewan 
Increase over Fiscal year Volume Increase over 


Fiscal year Volume ; 
. prior year prior year 


9, 742, 869 , 556, 917 951... — : 43, 034, 338 9, 128, 239 
12, 347, 976 2, 605, 107 Ly : 53, 890, OSO 10, 855, 742 
16, 465, 194 4,117, 218 953. - A 57, 972, 25 1 4, 082, 171 
20, 994, 669 , 529, 475 QF 68, 699, 729 10, 727, 478 
24, 606, 406 3, 611, 737 955. 79, 721, 869 11, 022, 140 
28, 846, S03 , 240, 397 56 (estim , iad 91, 594, 000 11, 872, 131 


33, 906, 099 5, 059, 296 57 (estimate ; 102, 190, 000 10, 596, 000 


i Changes in the method of paying widows and dependent children resulted in a lower increase for the 
cal year 1953, 


Pa Jie nts to othe r agenc S \ umrbe ro 


riculture (including CCC and F 3, 160, 330 
mic Energy Commission 239, 950 
1 Service Commission _- 3, 853, 000 
irtment of Commerce 1, 462, 030 
reign Operations Administration YY, 700 
neral Accounting Office 162, 600 
eneral Services Administration 1, 138, 850 
vartment of Health, Education, and Welfare , 100 
using and Finance Agency (administrative and low-rent program 12, OOO 
using and Home Finance Agency (Federal Housing Administratior »450 
using and Home Finance (Public Housing Administration 0, 200 
irtment of the Interior 2, 232, YS80 
terstate Commerce Commi n 160 
Department of Justice 2 100 
Department of Labor . 577, 145 
National Advisory Committee for Aeronautic , 720 
elective Service System ( 
Department of Stat , 835 
S. Information Agency 075 
reasury Department 5 
Architect of the Capitol 
Federal Civil Defense Administration 
Federal Communications Commission 
Housing and Home Finance (Office of Administration 
Department of Justice (Federal Prison Industries, Inc 
ill Business Administration 
Smithsonian Institute 
Foreign Claims Settlement Commission 
All other agencies 


Total 
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Mr. Canrietp. Mr. Cannon, how long have you been in the Treasury 
Department 4 

Mr. Cannon. Since April 1935. 

Mr. Canrietp. Your predecessor in the Division of Disbursement 
was who? 

Mr. Cannon. Paul D. Banning. 


SERVICES OF PAUL D. BANNING 


Mr. CanrFieLp. It was always a pleasure for this committee to hear 
Paul Banning make his presentation for the Division down through 
the years. He liked so much to be able to tell us about a reduction in 
the unit cost and the economies effected in the Division, and now | 
think you are following well in his footsteps. Iam very much pleased 
with this statement of performance here today, and I cannot help but 
feel it will be well accepted by Members of the House, some of whom 
years ago had questions to ask about unit costs. I wish Paul Banning 
were here today to hear you make this presentation. 

By the way, where is he now / 

Mr. Cannon. He is living in Lake Worth, Fla., now. 

Mr. Canrie.p. He was retired some time ago? 

Mr. Cannon. He retired a year and a h: lf ago, July 1, 1954. 

Mr. CANFIELD. I am sure it will be good news to him to ret id this ac- 
counting of your stewardship. 

Mr. Cannon. I hope it will. 

Mr. Gary. Thank you very much, gentlemen. 
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WEDNESDAY, JANUARY 18, 1956. 
OFFICE OF THE TREASURER 


WITNESSES 
EDMUND DOOLAN, DEPUTY TREASURER 
WILLIAM T. HOWELL, ASSISTANT DEPUTY TREASURER 
WALTER L. FUNK, ADMINISTRATIVE OFFICER 
ROY S. THOMPSON, BANK RELATIONS OFFICER 


SALARIES AND EXPENSES 


Program and financing 


1955 actual 956 estimate 


im by activitie 
Processing checks and deposits $2, O88, 404 $2, 230 
Processing check claims 1, 159, 035 , 313, 250 
General banking services 372, 380 420 
Retirement of currency 569, 043 100 
Maintenance of Treasurer’s accounts 374, 777 700 
i. Payment and custody of securities 267, 984 285, 500 
Procurement and transportation of United States cur- 
rency , 521, 293 0, 900 
&. Executive direction 4()2 900 


Total obligations 5, 454, 318 5, 225, 000 


I 


Une hligated balance no longer available 29, §82 


(Appropriation (adjusted 5, 5 000 
Proposed supplemental due to pay increases 225, OOO 


rage salaries and grades 
General schedule grades 
Average salary 
A verage grade 


sonal services 
Permanent positions $3, 937, 81 $4051, 300 
Positions other than permanent 6, 000 
Regular pay above 52-week base _ - . 13, 900 
Payment above basic rates ( 1, 000 000 
Total personal services 3, 95 , 072, 200 3, 957, 700 
Travel 6, 800 6, 800 
7 insportation of things 328, 346, 700 326, 600 
Communication services 34, 96 37, 100 37, 500 
Rents and utility services 324, 980 360, 830 
Printing and reproduction .¢ 101, 900 104, 900 
Purchase of United States currency Of 9 810, 000 9, 810, 000 
Other contractual services 38, 3% 55, 000 50, 300 
Services performed by Federal Reserve banks 343, 206 300, 000 300, 000 
Supplies and materials 32, 5 850 135, 700 
Equipment 3, 45% 31, 000 30, 400 
Refunds, awards, and indemnities 3 %, 420 3,170 
Taxes and assessments ac : ¢ O50 . 100 


rotal obligations 5, 454, 3 5, 225, 000 5, 125, 000 
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Budget authorizations, expenditures, and balances 


1955 actual | 1956 estimate 


INS AVAILABLE 


99, 000 $15, 000, 000 
iternal Revenue Ser 
5, 000 


, 000 5, O00, 000 
225, 000 
), 159 615, 586 


, 159 ), 840, 586 


Out of current authorizatio 


Out of anticipated supplemental ap 
Out of prior authorizations 
Total expenditures 
Balance no longer available: 
Unobligated (expiring for obligations 
Other 
Obligated balance carried forward 315, 586 385, 500 
Total expenditures and balances ; aehey 15, 770, 15$ 5, 840, 586 


Mr. Gary. We will now take up the Office of the Treasurer, for 
which the appropriation for 1956 was $15 million. The appropriation 
for 1956 including the proposed pay supplemental is $15,225,000. The 
estimate for 1957 is $15,125,000, a decrease from the appropriation 
plus supplemental for 1956 of $100,000. This committee is always de 
lighted to see a decrease in any appropriation, and I hope it is a real 
one. 

We are very sorry to hear that Mrs. Priest, the attractive Treasurer, 
cannot be here this morning, but we will be glad to hear from Mr. 
Doolan, the Deputy Treasurer, at the present time. 

Mr. Dooran. Thank you, Mr. Chairman. As you have been told, 
Mrs. Priest was suddenly taken ill. She had intended to be here but 
apparently she has the flu. 

Mr. Gary. We are very sorry she is not here, and you can extend to 
her the regrets of the committee and our best. wishes for a speedy and 
complete recovery. Do you have a general statement ? 

Mr. Doonan. I have a general statement Mrs. Priest intended to 
read and with your permission I will read it, sin 

Mr. Gary. You may proceed. 


GENERAL STATEMENT 


Mr. Dootan. Mr. Chairman and members of the committee, I ap- 
prec iate the opportunity of again coming before you to present our 
estimated budgetary requirements for the fiscal year 1957. 

Our 1957 budget presentation requests an ap propriation of $15,- 
125,000. Appropriation requirements for the current fiscal year are 
presently indicated to be $15,225,000, thus the funds requested herein 
for 1957 are approximately $100,000 less than requirements for the 
current fiscal year. The budget program represented by these esti- 
mates includes provision for the procurement and tr ansportation of 
United States paper currency, the processing of all checks drawn on 
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the Treasurer, as well as claims arising in connection with the pay- 
ment thereof; the numerous other operations incident to providing 
banking facilities for the entire Federal Government, and the payment 
of principal and interest on the public debt. 


UNITED STATES PAPER CURRENCY 


In excess of $10 million or 66 percent of the total funds requested for 
fiscal year 1957 represents requirements for the purchase and transpor- 
tation of United States p: iper currency. All such currency is procured 
from the Bureau of Engraving and Printing on a reimbursable basis, 
and is shipped by this office to the various Federal Reserve banks to 
meet circulation requirements. A comparison of the volume of cur- 
rency issued for the first 5 months of the fiscal year 1956 shows an 
mecrease of 1214 percent over the corresponding period for 1955. 

These estimates are based on total issue requirements of 1,500 
million pieces in both 1956 and 1957. Our reserve stock on hand 
June 30, 1955, was in round figures 847 million pieces; procurement 
cor the period July 1, 1955, through June 30, 1957, is estimated at 

2,100 million pieces, thus making a total available for issue over this 
period 2,947 million. Since issue requirements over this period will 
amount to 2,600 million, our reserve on June 30, 1957, will amount to 
347 million pieces which has been established as the minimum neces- 
sary to carry on trade requirements. 


CHECK PAYMENTS AND THE PROCESSING OF CLAIMS 


The committee will recall that when I testified before you last 
February, I informed you that in order to provide a clearer under- 
standing of the cost elements involved, efforts would be made to 
segregate the cost of processing claims relating to lost, stolen or 
fraudulently endorsed checks from the check payment operations, 
both of which have heretofore been treated as one activity for budget 
purposes. This has now been fully accomplished and requirements 
for processing claims are shown in the presentation now before you 
as a separate activity. Of the funds requested for 1957, $5,306, 580 or 

2 percent is to meet the cost of paying approximately 350 million 
Government checks and the processing of all claims relating thereto. 
Under the activity breakdown which we are presenting for 1957, 
requirements for the check payment function represent $1,959,130 of 
this amount, the balance, $1,347,450, represents requirements for the 
processing of check claims only. The nature of these operations are 
detailed on pages 99 and 104 of the budget justifications. 

A comparison of the work volume for the first 5 months of the fisea] 
years 1955 and 1956 shows that the total number of checks presented 
for payment is up 6 percent and the number of claims cases processed 
on paid checks is up 10 percent. As a result of the reduction of 
approximately 17 percent in the volume of paper checks, the major 
portion of which have been converted to checks in card form, we are 
contemplating a reduction of approximately $97,000 in requirements 
for the check payment operation even though the overall work volume 
has increased. ‘The increase in overall check volume for 1957 is prac- 
tically all in those accounts from which we receive the greatest num- 
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ber of claims in proportion to the number of checks paid; however, 
we have been able to hold the incre: se in budgetary requirements for 
processing claims to a net figure of $34,200. 


OTHER ACTIVITIES 


Other activities of the Treasurer consist of account: ability for the 
many billions of dollars in the general fund of the Treasury, currency 
reserves and other monetary assets; the maintenance of appropriate 
accounts thereon; furnishing of banking facilities for the Federal 
Government in Washington, as well as providing certain facilities 
for local banking institutions and the public generally; and the pay- 
ment of principal and interest on the public debt. No significant 
changes in program requirements for these activities are « ‘contemplated 
for the fiscal vear 1957. 

The functions of this Office are strictly of a service nature and 
the volume of the transactions processed is largely outside of our 
administrative control. While we do not have any branch or field 
offices, prompt and efficient banking facilities are provided to Gov- 
ernment offices everywhere by utilizing the Federal Reserve banks, 
acting in the capacity as agents and under the supervision of the 
Treasurer, in the performance of certain fiscal operations. The pro- 
cedures followed by the banks in the performance of these operations 
are essentially the same as in our own office. 


PAYMENT AND RECONCILIATION OF CHECKS BY ELECTRONIC EQUIPMENT 


Members of the committee have undoubtedly read in the public 
press that the Office of the Treasurer is pioneering the adoption of 
electronic data processing equipment to the detailed work involved 
in our day-to-day Government operations. I believe you would be 
interested in hearing some of the background of this new procedure. 

You are aware that all checks issued by Government disbursing 
officers which are drawn on the Treasurer of the United States are 
payable either in a specific Federal Reserve bank or by the Treasurer 
in Washington. All such checks issued in the field in card form are 
payable at a designated Federal Reserve bank; all checks in card 
form issued in the Washington area are payable in Washington and 
all paper checks, regardless « of where issued, are payable by the Treas- 
urer in W ashington. The payment operation in every instance in- 
volves the examination, proving, sorting, and stating of the checks 
and their final delivery to the General Accounting Office. Upon 
receipt of these paid checks by the Comptroller General, a reconcilia- 
tion is made with a check issue record forwarded by the issuing dis- 
bursing officer. This verification determines proper payment and 
provides a record of outstanding checks. 

From the inception of the joint accounting improvement program, 
one of the major fields of work has dealt with simplifying and improv- 
ing operations relating to the issuance, payment, and reconciliation 
of the many millions of checks issued annu: ully by Government dis- 
bursing officers. W hile many improvements were made in this area 
during the first few years of the program, it became apparent at an 
early ‘date that there were real potentials for savings by integrating 
the check reconciliation operations presently perfor med by the Gen- 
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eral Accounting Office as a function of external audit with the pay- 
ment operations of the Treasurer of the United States. However, a 
satisfactory solution to the matter could not be found until the devel- 
opment of adaptable electronic Seen equipment. After a 
2-year study by the ‘Treasury, the General Accounting Office and the 
Bure: iu of the Budget, plans have now been approved for the establish- 
ment in the Office of the Treasurer of an integrated electronic system 
for both the payment and reconciliation of all checks drawn on the 
Treasurer. The reconciliation operations performed in the General 
Accounting Office will be discontinued. It is estimated that direct 
savings of $184 million will accrue from this change as well as make 
possible decreased expenditures by the Federal Reserve banks, which 
will result in an increase to the Treasury of approximately $500,000 
annually from Federal Reserve System earnings. 

Under the new system, when the checks come to the Treasurer for 
payment, facts concerning each check, such as the serial number and 
the amount, will be fed into the electronic machine to prove to the 
amounts claimed by the presenting banks, which amounts are also 
fed into the machine. In a subsequent operation, the electronic 
machine will use these same facts to reconcile the paid checks with 
check-issue information furnished by disbursing officers. This opera 
tion verifies proper payment and provides a record of outstanding 
checks. These operations will be subject to audit by the General 
Accounting Office and will be utilized in the settlement of accountable 
officers’ accounts. 

The basic requirement for a complete machine operation is the use 
of punched card checks. Whule there has been substantial conversion 
from paper checks to punched card checks during the past several 
vears, it has not been feasible to convert small accounts because it was 
not economical to install the necessary tabulating equipment for this 
purpose. It is planned to introduce a new type of punched card check, 
which will not require any key punch or tabulating operation at such 
disbursing offices. In other words, the checks in card form will be 
prepared in substantially the same manner as saimnaclbatlon, Amounts 
will be key punched into the checks in the check clearing and paying 
operations. In cases where it is not practical for a disbursing office 
to produce fully punched card checks the Treasurer will, upon receipt 
of a requisition, approve the use of the new form of card check, 

A major consideration entering into the p lans for accomplishing the 
desired objective was the type of equipment which would afford the 
most efficient and economical system. A joint committee was ap- 
pointed to conduct a comprehensive study of the possible use of elec- 
tronic data-processing equipment ae this purpose. The committee 
has evaluated proposals submitted by interested manufacturers, de 

veloped a a detailed oper: iting reoceduie, and determined the effect 
of proposed changes on present operations in the disbursing agencies, 
General Accounting Office, Treasury Department, and Federal Reserve 
banks and branches. This has been done in collaboration with re pre 
sentatives of interested manufacturers, the National Bureau of Stand 
ards, and the N National Secur ity Agence Vv, as well as the Treasury De 
partment. Bureau of the Budget, and the General Accounting Office. 
A number of tests have been conducted under simulated operating 
conditions with varving volumes of paid and reconciled checks. The 
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committee also availed itself of the knowledge and experience gained 
by other Government agencies and private industry in the use of elec- 
tronic equipment for data processing. I am satisfied that the equip- 
ment finally selected meets the requirements for this operation. 

It will be necessary to make extensive alterations in the building 
which will house the new equipment. The principal alterations will 
involve the raising of the floor several inches to accommodate the 
necessary wiring which must be channeled to the machines and the in- 
stallation of air conditioning to operate over a 24-hour period in the 
entire area in which the machines will be loc ony 

Since there are no employees available in either the General Ac- 
counting Office or the Treasury Department presently trained to 
operate electronic data-processing equipment, a training program 
has been instituted for a limited number of personnel in the specialized 
machine operations. Selections for the training program have been 
made from employees in the Office of the Treasurer and those in the 
General Accounting Office, based on aptitude-test scores, supervisory 
evaluations, and interviews. From 344 employees who indicated an 
interest in this program, 41 were selected for a 4- to 5-week training 
program. 

Due to the high rental costs of equipment, it is presently contem- 
plated that we will hold the number of machines to a minimum by 
utilizing two shifts of personnel and by using a skeletonized force on 
weekends. 

It is planned to install the new system in two phases. The first phase 
will apply to all accounts for which the checks, both in paper and card 
form, are presently payable by the Treasurer of the United States in 
Washington. The second phase will embrace all accounts for checks 
presently drawn on the Treasurer payable through designated Federal 
Reserve banks. 

The first phase of the conversion is scheduled to commence on or 
about August 1, 1956, and the second phase on or about January 1, 
1957. All agencies concerned will be notified by my office of the actual 
effective date under each phase, which will also be the effective date 
for the use of new symbol accounts by their disbursing officers. 

It was not possible to accomplish final approval for the adoption 
of this change in procedure in time to prepare and submit the Treas- 
urer’s 1957 estimates on the basis of the new operation. However, 
the most realistic estimate which can be made at this time as to the 
overall cost indicates that the requirements for the Treasurer’s Office 
under the new procedure, including the cost of the entire reconciliation 
function now performed by the General Accounting Office, may be 
financed within the limits of the funds requested in the present esti- 
mate for 1957 for the check-payment operation alone. 

I can assure you that my office will continue to make every effort to 
develop more economical and efficient operations and improve services 
to Government entities, financial institutions, and the public. 

I would like to extent an invitation, on behalf of Mrs. Priest, that 
when this new equipment is installed we would like to have you come 
individually or as a group to see how it works. 

Mr. Gary. We will be very glad to do so if you will let us know 
when it is ready for inspection. 
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SALARIES AND IXPENSES 
SUMMARY JUSTIFICATION DATA 


We will insert at this point in the record pages 94, 95, and the table 
at the top of page 96 of the justifications. 
(The matter referred to follows:) 


Analysis of appropriation base for fiscal year 1957 


Regular appropriation, 1956 act cienanes wiih tana mesic Ug Se 
Supplemental appropriation for 1956 


SOLA CTO EAR IIOD BOON iccniise cicinics cheers tpeh mrss eai anaes ._ 715, 000, 000 


Does not include anticipated supplemental for 1956 to cover cost of authorized pay 
increases, 
Reductions: 
Activity No. 1. Processing checks and deposits—- seaca” Sts 200 
Activity No. 2, Processing check Claims 4, OOO 
Activity No. 3. General banking services 1, 350 
Activity No. 4. Retirement of currency__--_--. 900 
Activity No.5. Maintenance of Treasurer’s accounts___ 1, 400 
Activity No.6. Payment and custody of securities_.... 15, 050 
Activity No.7. Procurement and transportation of 
United States currency wa. 28:100 
ACUViILY NO: SG: MIRCCULIVE GITOCUOR nc connec ee iwiconcu 300 
133, 200 


\dditions: 
Activity No.1. Processing checks and deposits 45, 570 
Activity No. 2. Processing check claims __- saa 84, 860 
Activity No. 3. General banking services__._.______- 24, 550 
Activity No. 4. Retirement of currency__- 16, 550 
Activity No. 5. Maintenance of Treasurer’s accounts__. 26, 820 
Activity No. 6. Payment and custody of securities___- 19, 180 
Activity No. 8. Hxecutive direction.................... 6, 470 
224, 000 
Adjustment in base (net) —_- +90, 800 
Appropriation base for 1957__- ; 7 nates ie ; 15, 090, 800 
Increase over appropriation base for 1957___- eSisdee inate ae 34, 200 
Appropriation estimate for 1957_____- eee ; aaciatee 15, 125, 000 


Increase or decrease from total appropriation, 1956. -_____ 125, 000 
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Comparison of appropriation base with appropriation estimate for 1957 


Appropriation base Appropriation esti- Increase (+) o1 
for 1957 mate for 1957 decrease (— 
Activity = a : = 


verage ‘rage 
A verage Amount A verage 


A verage 
positions positions 


Amount : 
. positions 


Amount 


Processing checks and deposits 340 | $1, 959, 130 340 | $1, 959, 130 
Processing check claims. ----- 288 , 313, 250 297 1, 347, 450 
3. General banking services--- 80 384, 420 i) 384, 420 
Retirement of currency 58 568, 100 58 568. 100 

Maintenance of Treasurer’s ac- 
counts... ‘ 83 410, 700 83 410, 700 

3. Payment and custody of securi- 
ties ai 58 271, 500 58 271. HO 

. Procurement and transportation 
of United States currency - ‘ 0, O83, 800 oe 10, 083, 800 
Executive direction - - - ; 14 99, 900 14 99, 900 


Total ‘i », 090, 800 15, 125, 000 
Adjustment in base (net). - +41 ~90, 800 


rotal, appropriation 1956, and 
appropriation estimate for 
1957. ‘ ee 5, 000, 000 15, 125, 000 


GENERAL STATEMENT 


The Office of the Treasurer, as the banking facility for the Government, is 
essentially a service organization whose responsibility is to facilitate the immense 
volume of financial transactions involved in the day-to-day business life of the 
Nation. The volume of services required of the Treasurer's Office cannot be 
administratively controlled by the Treasurer, however, the operations must be 
performed if the Government itself is to fulfill the duties and responsibilities 
essential to the smooth operations of the nation’s economy. 

Approximately 67 percent of the funds requested under this title represent 
requirements for the purchase and transportation of United States currency to 
meet the financial needs of the Nation, 13 percent is to process checks drawn by 
the numerous Government disbursing officers on the Treasurer of the United 
States and 9 percent is to process claims for the proceeds of Government checks 
The remaining 11 percent represents requirements to provide general banking 
service to both Government entities and the public in Washington, maintain 
the Treasurer's accounts and service the public debt. While the estimate of 
services required of our operating activities shows a general Upward trend the 
within budget request contemplates the absorption thereof in each activity with 
the exception of that concerned with the processing of check claims. On this 
operation the anticipated checkload shows an increase of 3.67 percent while 
our increase in personnel requirements has been held to 2.6 percent cirectly 
chargeable to the operation. 

During the past fiscal year a small cost-accounting staff was established in our 
administrative office for the purpose of conducting studies in all areas of our 
operations, with a view to the development of better informational facilities for 
management and the expansion of cost ascertainment principles as an aid in 
budget preparation. As a result of one of the first studies of this staff we have 
heen able to completely segregate the cost of processing claims relating to lost, 
stolen, or fraudulently endorsed checks from the check payment operation. Our 
1957 budget has therefore been prepared to reflect requirements for processing 
check claims as a separate activity entirely independent of the activity covering 
check payment functions. 


EXPLANATION OF LANGUAGE CHANGES 
The provision for reimbursement of Federal Reserve banks and branches for 


expenses incident to verification and destruction of unfit United States currency 
has been deleted per “Point of Order Act” (69 Stat. 82.) 
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Analysis of appropriation bas¢ 


Sia Net change i se 
Appropriation alloca- et change in base, 


tion for 1956 Adjustments in base increase (+) or de- 
crease ( ) 
Activity 
Average Reduc- A verage 
en Amount . Additions Amount 
positions tions positions 
Processing checks and deposits 377 | «$2, 001, 160 $87, 100 $45, 570 37 $41, 530 
Processing check claims 285 1, 231, 890 4, 000 84, S60 +8() S60 
}. General banking services s() 361, 220 1, 350 24, 550 +23, 20K) 
4. Retirement of currency AS 552, 450 900 16, 550 +15, 650 
5 Maintenance of Treasurer's 
counts S3 385, 280 1, 400 2h, S20 +25, 420) 
Payment and custody of securi- 
tie 2 °67, 370 l OO 1%, 180 4 +4. 130 
7. Procurement and transportation 
of I nited States currency 10, 106, 900 23, 100 93. 100 
§ Executive direction 14 93, 730 40K) 6, 470 +6, 170 
otal G62 , 15, 000, 000 133, 200 294. O00 4] +90, 800 


CONDITION OF CURRENCY 


Mr. Gary. Mr. Doolan, sometime ago we discussed the fact that the 
condition of currency throughout the United States did not appear 
to be uniform. In other words, in some sections the currency was 
older and more dilapidated than in others. The Treasurer told us 
that you would look into the matter and do something to correct it. 
Have vou corrected the situation / 

Mr. Doonan. Yes, sir, we did, and I believe we sent you a letter 
telling you briefly what we had done. 

What we did do was immediate ‘ly get in touch with all our banks and 
tell them of the desire of your committee and our desire to make the 
condition of the currency in circulation as nearly uniform as possible, 
not to destroy it before it was unfit. 

We asked them to comment on the standard of fitness used to de 
termine when money should be taken out of circulation, as to whether 
or not they felt it was a satisfactory guide, and we also asked for any 
recomme md: itions the sy might have to strenethen or improve our sti and 
ard of fitness. 

In addition, we have a man who visits the banks and observes on 
the spot these operations, when money is put in and when it is taken 
out of circulation. 

The replies we have received from the banks have, without excep- 
tion, stated that they are satisfied with the present standard of fit- 
ness. They are conscious of our desire to do a good job on the standard 
of fitness. In addition to our own man who goes to the banks, the 
Board’s auditors go into each bank four times a year and they also 
observe as to whether or not the standard of fitness is being complied 
with. 

I think it is safe to say we are doing a better job now than before. 

Mr. Gary. And that the currency is more uniform now than it was 
before ? 

Mr. Dootan. I am satisfied we have really accomplished something 
in that field. 

Mr. Gary. That is fine. 


72073—56———_-8 
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RESERVE STOCK ON HAND 


On page 2 of your statement you estimate your reserve stock on 
hand on June 30, 1957, will amount to 347 million pieces. 

Mr. Dootan. Yes 

Mr. Gary. How many months’ supply does that represent ? 

Mr. Doonan. Just a little better than 3 months. We consider that 
to be the minimum normal operating supply. 


WORKLOAD TABLES 


Mr. Gary. We will now insert the workload tables on pages 101, 107, 
109,110, and 111. 
(The tables referred to follow :) 


PROCESSING CHECKS AND DEposiITs 


Comparative statement of check volume, fiscal years 1953-57 


[In thousands] 


| 


hai 

Actual, Actual, Fiscal Revi ed Estimate, 

pe Aanal waarifaral wo: oad estimate, |,— ; 

Accoun fiscal year fiscal year year Aaral nuance te il year 
1953 1954 1955! 1956 O87 


Commerce Department 49 ) 4] 
Commodity Credit Corporation 116 212 21¢ 
Department of Defense 

Department of the Air Force 20, 071 9, 126 22, 256 

Department of the Army 34, 169 34, 1 31, 244 

Department of the Navy 36, 999 35 34, 050 
District of Columbia 788 1, 020 
Federal Deposit Insurance Corporation 44 42 
Federal National Mortgage Association 7 3 37 
Interior Department... : 297 
Judiciary 25 200 
Justice Department_- -. 195 ‘ 199 
Legislative 2 i 5 163 
Post. Office Department 

Postmasters and service - -- . 9, 773 ey 9, 944 

Surplus money orders--- ; : 3 322 300 
Railroad Retirement Board-_-- : ij 2, 765 6, 896 
Reconstruction Finance Corporation- - 
Social security i , aa eer 
State Department z eral 32k Y 362 37: 
Tennessee Valley Authority coe . 35 , 062 993 1, 000 
Treasury Department 204, 213, 9% 221, 132 ; 230, 952 
Miscellaneous - -- ; ‘ si nae 5 i 27 7 27 

Grand total “e aes pee 315, é , 202 329, 479 

Less transferred funds------ pcs , O75 , dal 12, 496 


316, 983 338, ; 351, 023 


Payable in Washington 
i eee R —— - _ as oie 5! } 3, 40, 756 29, 196 | 24, 286 
Card... és i . 21, 302 2i, 20, 768 22, 165 | 22, 497 
Payable in banks.....-........ oi 238, 255, 267, 955 299, 864 317, 341 


Grand total sis pitaatais wintid 315, 306 320, 202 329, 479 351, 225 364, 124 


1 Actual, 11 months; estimated, 1 month. 
Paper currency in circulation 


All types and denominations: 
gune oo, 2000-2... =. oi Ear a . $28, 359, 077, 139 
June 30, 1054_...... = ae 28, 126, 750, 328 
June 30, 1955 J - 28, 371, 555, 405 
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Statement of workload 


{Thousands of pieces] 


Actual, 1955 


nited States currency destroyed: 
Federal Reserve banks 
Received from local banks 
Federal Reserve currency destroyed 
Received from Federal Reserve banks 
Received from local banks 
t notes delivered to cashier for reissue 
imber of mutilated currency cases received 


1, 297, O80 


26, 316 


506, 590 


Comparative statement of public debt outstanding as of June 30 


[In millions of dollars] 


| 1951 


Treasury bonds 
ivings bonds 
epositary bonds 


* . 93, 408 


04,9082 | 


319 


lreasury notes 

Certificates of indebtedness 
reasury bills 

pecial and miscellaneous 


Total 


57, 609 
30, 177 
13, 614 


1, 358 


254, 057 





Estimate, Estimate, 
1956 1957 

1, 200, 000 1, 200, 000 
27, 000 27, OOO 
510, 000 510, 000 
8, DOU 8, OOO 
42. O00 42, 000 
43 43 

1953 1954 | 1955 
94, 513 93, 323 93, 840 
57, 886 98, 189 58, 643 
447 411 417 
0. 264 50, 700 54, 887 
$1, 525 47,019 44, S99 
19, 707 19, 554 19, 529 
1, 781 2, 145 2, 205 
266, 123 271, 341 274, 420 


Statement of workload on measurable operations 


Acutal, 1955 


United States savings bonds 
Payments 
Reissues 
Ss ifekeeping (pieces) 

Miscellaneous public debt and other securities 
Bond payments 
Safekeeping (pieces 


(collateral and custody accounts) 


{In thousands of notes] 


Currency requirements: 
Outstanding July 1_- 
Issues 


Total 
Retirements 


Outstanding June 30 
reasurer’s reserve stock 
On hand July 1 


Receipts 


Total available_. 
Issues 


On hand June 30 


74, 000 
35, 000 


114, 000 


262, 000 
25, 000 


022 


58S 


610 
069 


713. 541 


1, 230, 7 


2, 066, 136 
1, 219, 588 


846, 848 


Estim 
1956 


ite, 


75, 000 
40, OOO 
115, 000 


270, 000 


25, 000 


3, 541 
, 800, 000 


3, 013, 541 
227, 000 


» aad 


1, 786, 541 
846, S48 
1, 054, 836 


1, 901, 684 
, 300, 000 


601, 684 


78, 000 
45, 000 
100, 000 


275, 000 


25, 000 


Estimate, 


1957 


1, 786, 541 
1, 300, 000 


3, O86, 541 
1, 227, 000 
1, 859, 541 

601, 684 
1,051, 444 


1, 653, 128 
1, 300, 000 


353, 128 
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SERVICES OF MRs. IVY PRLEST 


Mr. Canrietp. Mr. Doolan, with the chairman and other members 
of this subcommittee I, too, am very sorry to hear about Mrs. Priest’s 
illness. 

Mr. Dooran. It was one of those sudden things. It was almost 
instantaneous. She was sitting in the office and all at once she became 
ill. 

Mr. CAnrievb. I fervently hope her recovery will be both rapid and 
complete. 

Mr. Dootan. I shall pass that on to her. 

Mr. Canrievp. I think it is both proper and timely that I should 
say to vou and others of your office here today in the absence of your 
chief, that I like very much the way she is conducting herself in he: 
assignment. Not so many weeks ago I read an extremely inspiring 
story about her in a little publication called Guidepost published i 
Pawling, N. Y. It builds ae up tremendously in my estimation. | 
have always had for her a profound feeling of admiration and respect. 
That, however, has increased immeasurably after reading this story 
of her life, and I commend the reading of that story to others who 
would like to know more about your public servants. 


INCREASE IN CHECKS AND CLAIMS PROCESSED 


Mr. Murray. I notice the total number of checks presente d for yy 
ment is up 6 percent and the number of claims cases processed « 
paid checks is up 10 percent. What is the reason for that difference i 


nerease / 

Mr. Doonan. The reason is that the increased volume is in that 
area where we get more claims. By that I mean, in any case where 
you mail checks rather than hand them out as you would salary checks, 
you are more apt to invite claims because the checks are lost or stolen 
in the mail. Social-security checks that are mailed become involved 
in claims more often than where you hand the check personally to the 
man who receives it. 

Mr. Murray. You do not have any dollar amount on that, do you? 

Mr. DooLan. You mean the unit cost of claims? 

Mr. Murray. Or the total cost of claims as compared to the total 
amount of checks. 

Mr. Dooian. The total amount we are asking for claims, is that your 
question ? 

Mr. Murray. Yes. 

Mr. Dooitan. We are asking for $1,347,450. 


SERVICES OF MRS. IVY PRIES' 


Mr. Canrretp. Mr. Chairman, I want to add some additional com 
ment to my salute to Mrs. cage I commended the reading of that 
article in Guidepost to others. I do so for this reason among others: 

There may be some in this country who think that Ivy Baker Priest 
was born with a silver spoon in her mouth. She is now the Treasure 
of the United States. In this article she points up so well the fact 
that for the greater part of her life she and her family have been 
fighting poverty. Her father was a miner in the West. He suffered 
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many aecidents in his calling and her mother had to take in boarders 
and they had a very diftic ult time to survive. I think at one time she 
boarded asmanyas30. Itisa terrific story. 

That is all. 

Mr. Sreminskt. I think it appropriate to note how refreshing this 

new sense of Americanism is that sweeps the land. I hope the recent 
cloud of nausea, of anti this and anti that, which we recently experi- 
enced has for all time passed, and that there is now time and inelina- 
tion for us to get back to our heritage and its furtherance; time and 
nelination to ‘speak of the good things and the progressive things 
shaping America, issues in perspective, not people in cadaverous dis 
section. For example, as prevalent as juvenile delinquency is said to 
be, I understand only 8 8 out of 1,000 of the youth in America cause 
trouble. So here’s a cheer for those 992 good kids out of ever vy 1,000 in 
the land as well as, of course, a desire to help the 8 in trouble and to 
prevent the future 8 in every thousand from getting into it. 

When you read such results you are bound to be inspired. T hope 
Mrs. Priest the best in her further contribution to American life. 

[ think that concludes the hearing this morning. We will take up 
the Bureau of Publie Debt at 1:30. 

Thank you, gentlemen. 


WEDNESDAY. JANUARY 18, 1956. 
BUREAU OF THE PUBLIC DEBT 
WITNESSES 


KILBY, COMMISSIONER OF THE PUBLIC DEBT 

. MERRITT, ASSISTANT COMMISSIONER 
. HEFFELFINGER, DEPUTY COMMISSIONER 

DOWNIE, BUDGET AND ACCOUNTS OFFICER 

KASTORF, ASSISTANT BUDGET AND ACCOUNTS OFFICER 


ADMINISTERING THE Pusiic Derr 


Program and financing 


m by activitie 
Issuance, servicing, and retirement of savings bonds $35, i. $33, 652, 463 | 
Issuance, servicing, and retirement of other Tre 

securities }, 211, 393 5, 900, 263 5, 876, 727 
Maintenance and audit of public debt accounts 794, 295 809, 757 | 806, 938 
Promotion of the sale of savings bonds 913, 729 5, 136, 800 5, 124, 700 
Executive direction. 7 110, 097 112,717 112, 317 


Total obligations ; 5, 314, 296 5, 612, 000 5, 500, 000 
ancing: 


Appropriation (adjusted 5, 314, 296 , 500, 000 5, 500, 000 
Proposed supplemental due to pay increases , 112, 000 
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Obligations by objects 
1956 estimate 


lotal number ine ) 
Full-time equivalent of all other positior 
Average number of all en ovet 
Number of employees at end of year 
A verage ilaries and 
General schedulk 
Average Salary 
Average grade 


ial services 

rmanent positlo 

tions otl oe eee lanent 
-eular pay ibo Saresk bees 


x . } t 
ment above Dasic rate 


Total person il services 
ravel 
sportation of things 
munication services 
nd utility services 
rinting and reproductio 
Printing of Government 
Other contractual services 
Services performed by oth 
Federal Reserve banks 
oe Department 726, 000 
All oth 280, 27 
nd m sociale 306, 996 
4H, Y2t 
boo 
36, 826 


45, 314, 296 5, 612, 000 


Budget authorizations, expenditures and balances 


1955 actual | 1956 estimate | 1957 estimat 


DGET AUTHORIZATIONS AVAILABLE 


Appropriation $44, 997, 300 
lransferred from ‘‘Operating penses, Coast Guard’’ 
Stat. 240)...__ 2 316, 996 


Adjusted appr Spent - 5, 314, 296 , 500, 000 
Proposed supplemental due to pay increa . , 000 


Obligated balance oan Cares ard }, 612, 344 7, 012, 935 
otal budget authorizations available ‘ 51, 926, 640 52, 624, 935 


EXPENDITURES AND BALANCES 


t of current authorizatior 38, 345, 367 37, 837, 709 
f anticipated supplemental appropriation , 069, 212 
Out of prior authorizations WY, 97 , 957, 486 
Total expenditures , 855, 33 5, 864, 407 
Balance no longer available (other than unobligated, expiring 
for obligation 58, 367 


Obligate db ilance carried forward 012, 935 760, 528 


Total expenditures and balances ; : : 51, 926, 640 52, 624, 935 | 52, 260, 5 


Mr. Gary. The committee will come to order. We will take up 
this afternoon the request of the Bureau of Public Debt, for which 
the appropriation for the fiscal year 1956 was $44.5 million. The 
appropriation for 1956, including prenenie pay supplement, is 
$45,612,000. The estimate for 1957 is $45.5 million, a decrease of 
$112,000. 

We are very happy, Mr. Kilby, to see a decrease in the Bureau. 
That is always acceptable to this committee; and I hope it is a real 
one and not because of transfers. 

We would be glad to hear from you at this time, Mr. Kilby. 
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GENERAL STATEMENT 


Mr. Kinsy. Thank you, Mr. Chairman. Mr. Chairman and mem- 
hers of the committee, the Federal public debt as of December 31, 
1955, was about $280.8 billion. This debt is represented by about 
500 million pieces of securities held by millions of individuals in all 
walks of life; banks, life insurance companies, corporations, State 
and municipal governments and other types of investors. While the 
amount of the debt may not fluctuate markedly from month to month, 
there is a constant turnover of the securities involved. For example, 
during the fiscal year 1955, over 91 million pieces of securities were 
issued and over 101 million pieces were retired. It is the responsi- 
bility of the Bureau of the Public Debt to handle all transactions re- 
lating to the issue and retirement of these securities in the most eco- 
nomical and efficient manner, and to provide all normal essential 
service functions that arise in connection with the outstanding debt. 
It is our purpose to render prompt, efficient, and equal service to all 
investors in Government securities at the lowest possible cost. 

To carry out our responsibilities during fiscal 1957, we are request- 
ing an appropriation of $45,500,000. Although the amount requested 
is more than the amount appropriated thus far for the current. fiscal 
year, the increase is about $100,000 less than the total amount esti- 
mated for increased pay costs this year on the basis of comparable 
personne ‘| strength. 

Of the amount requested, $5,124,700 is for the United States Savings 
Bonds Division, the detailed needs for which will be justified by 
representatives of that organization. The remaining $40,375,300 is 
for the operations of the Bureau of the Public Debt. This latter 
amount includes $11,300,000 for reimbursement to the Federal Re- 
serve Banks for services performed as fiscal agents of the Treasury 
in the issue, service and retirement of all securities; $10,612,000 for 
payment of fees to commercial banks and other financial institutions 
for paying savings bonds; and $725,000 for reimbursement to the 
Post. Office Department for services performed in selling savings 
stamps and issuing savings bonds to the public in certain localities 
where other facilities are not available. The proposed plan of ex- 
penditure by major fund allotments in fiscal 1957 as compared with 
actual 1955 and the current allotments for 1956 is set forth in a table 
on page 68 of the justifications. 


ESTIMATED WORK VOLUME 


The work volume of the Bureau has remained fairly constant during 
the past few years with some relatively minor variations up and down 
in issues and retirements of savings bonds. It is currently estimated 
that the volume of work involved in 1957 in the issue of savings bonds 
will be approximately 3.3 percent greater than in the current, fiscal 
year while, at the same time, the work on the retirement side is esti- 
mated to decrease by about 4.6 percent. Although our work volume 
estimates are developed with the greatest care possible, it is extremely 
difficult to foresee with accuracy those economic forces which m: iy have 
an effect on the number of securities sold or redeemed during a given 
period of time. Adjustments in volume estimates must be made as 
the assumptions on which our volume estimates are based are modified 
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or as changes occur in the economic condition of the country. For 
example, our volume estimates for the current fiscal year are now con- 
siderably higher for both savings bond issues and retirements than 
those we presented to you last Februar y. We were then assuming that 
we would be able to reduc ‘e the number of pieces of individual securities 
handled while increasing the total dollar value of sales of series E 
savings bonds under a so-called trading-up program whereby pur- 
chasers would be encour aged to buy larger denomination bonds in 
place of the popular $25 bond. There have been some gains made in 
the direction of stimulating purchasers to buy larger denomination 
bonds and it is encouraging to note that in terms of overall dollar 
sales of savings bonds, the $25 E bond does not represent quite as high 
a percentage of the total dollar value of sales as it did a year ago. 
Our objective of substantially reducing the number of pieces of securi- 
ties to be handled was not fully achieved, however, and our revised 
1956 volume estimates have been accordingly increased. These revised 
volume estimates, together with the original 1956 estimates, the actual 
volume for 1955, and the estimates for 1957, are set forth in a table 
appearing on page 70 of the justifications. Also, in the justifications 
on page 71 will be found the basic assumptions used in developing the 
1957 volume estimates as we see them today. The work of the Bureau 
is essentially current at this time in spite of the fact that our 1956 
workload volume is considerably higher than had been anticipated 
when we were here before you a year ago. 


MANAGEMENT IMPROVEMENT ACTIVITIES 


The Bureau has active, organized suggestion and training pro- 
grams, as well as a specialized staff working vigorously and continu- 
ously on problems relating to organization and procedures. The 
search for better methods of doing our work and ways of developing 
more economical and effective procedures is never ending. Improve- 
ments in operations are made each year, which either serve to reduce 
the costs of doing our job or result in better service to the public at 
no additional cost. Some of these improvements in methods and pro- 
cedures result in immediate, one-time economies through reduced 
requirements for personal services or machine rentals, space, equip- 
ment, ete. Other improvements result in less immediate but very 
significant long-range economies, such as the procedural changes 
introduced in the Federal Reserve banks and our three regional offices 
about a year and a half ago which required additional personnel on 
the rolls of the Bureau proper, but with concurrent substantial savings 
in service costs in the banks. Savings accruing from these procedural 
changes in the banks are only now being fully realized and will be 
of a continuing, permanent nature. 

Whenever an employee leaves the Bureau for any reason—retire- 
ment—death—transfer or otherwise, the resulting vacancy is carefully 
studied to determine whether the full workload may continue to be 
adequately performed without replacing the employee. During the 
current fiscal year, when certain additional incentives for retirement 
were provided by the Congress, an even greater number of employee 
retirements have occurred than were anticipated. A considerable 
portion of the vacancies resulting will remain unfilled. Savings of 
this kind will be used to help defray the costs of the ine reased pay 
provided by legislation during the last session. 
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During the next few months, that division in the Bureau responsible 
for maintaining all public debt accounts is undergoing extensive re- 
organization to. permit further mechanization of the accounting sys- 
tem. Savings are expected to occur from the change, but are not 
reflected in our estimates because, during the period “of changeover, 
certain dual systems of accounting must be maintained to provide 
immediate and accurate information, 

Some spec ific management improvement projects resulting in sav- 
ings during the past year are alluded to in our justifies tions, such as 
the discontinuance of certain features of the safekeeping of savings 
bonds in the Federal Reserve banks with an estimated annual savings 
of approximately $100,000. The individual projects are, however, too 
numerous to present in any detail in the budget justification. Savings 
resulting from these improvements add to several hundreds of thou- 
<ands of dollars. 


ELECTRONICS AS A POTENTIAL FOR FUTURE ECONOMIES 


Last spring we called together interested members of the electronics 
industry in an effort to determine whether all or certain phases of 
the Bureau’s work relating to the issuance and retirement of savings 
bonds might be performed more economically and expeditiously on 
electronic data processing equipment which is now, or may in the near 
future, become available for use. Following preliminary discussions 
and a presentation of owr procedures at a conference in W ashington, 
an on-the-site analysis of operations was conducted last October in 
our Chicago departmental office, with representatives of nine na- 
tionally known firms present. 

It is the intention of the Bureau to pursue these studies actively, 
consistent with developments in the industry which are applicable 
to our operations, in order that any savings through utilization of 
electronic equipment may be realized at the earliest possible date. We 
will bring you abreast of developments when we next appear before 
you. 

Thank you for the op eee of appearing before you to present 
our budgetary request for fiscal 1957, and I shall be glad to discuss 
any points on which there May % questions. 


ADMINISTERING THE Puptic Deri 


SUMMARY JUSTIFICATION SUMMARY 


Mr. Gary. We will insert in the record at this point pages 66 
through 72 of the justifications. 
(The information is as follows :) 
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Analysis of appropriation base for fiscal year 1957 


Regular appropriation, 1956 act _. $44, 500, 000 
Supplemental appropriation for 1956 


Total appropriation, 1956__.............. seh tonldelebahan deteed _ * 44, 500, 000 
Reductions: 

Activity No. 1. Issuance, servicing, and retirement 

of savings bond_______~ : Bee eal 
Activity No. 2. Issuance, servicing, and retirement 

of other Treasury securities______ ae 26, 912 
Activity No. 3. Maintenance and audit of public 

debt accounts__.__________ Sa ait 5 ee 2, 618 
Activity No. 4. Promotion of the sale of savings 

i a ici igi aa 11, 774 
Activity No. 5. Executive direction_ 37; 

535, 964 
Additions : 

Activity No. 1. Issuance, servicing, and retirement of 

Savings bonds___- a eas irae ot i Sis 646, 504 
Activity No. 2. Issuance, servicing, and retirement of 

other Treasury securities____- ses 3 161, 136 
Activity No. 3. Maintenance and audit of public 

debt accounts__ & ee ae 51, 673 
Activity No. 4. Promotion of the sale of savings 

oO ‘ Las eta tes Ps co 241, 674 


Activity No. 5. Executive direction ; : ; G, 427 


TMD Fe She ett 
Adjustment in base (net) 
Appropriation base for 1957___- : . ; __.... 45, 072, 453 
Increase Over appropriation base for 1957 ; ; ; 427, 457 


Appropriation estimate for 1957__-----~-- Fe. =puces: S08, 000 


Increase or decrease from total appropriation, 1956 ne 1, 000, 000 


1Does not include anticipated supplemental for 1956 to cover cost of authorized pay 
increase, 


(‘an parison of apn oprrvatior hase with approp lation estimate jor 195? 


Appropriation base Appropriation esti- Increase (+-) or 


for 1957 mate for 1957 decrease ( 


verag rage Average 
Average Amount | “Vera Amount Average 


: Amount 
positions positions positions : 


ind retire- 
1 9, 318 $23, 547 

y p ind retire- 

of other Treasury secu- 
i 76, 727 tees 4, 000 
1intenance and audit of public 

debt accounts Hf 806, 938 5! 938 
4. Promotion of the sale of savings 

bonds wai s 57 5, 124, 700 5, , 700 


Executive direction 1: 112, 317 : 2,317 


Total iia aie 45, 072, 453 3, 5, 000 
Adjustment in base (net : + ~572, 453 


Total, appropriation, 1956 
and appropriation estimate 
for 1957 aE oe cas ‘ ) 44, 500, 000 3, 728 5, 000 
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GENERAL STATEMENT 


This Bureau of the Treasury Department is responsible for administering the 
public debt. It administers the laws and regulations pertaining to public debt 
financing within the framework of the fiscal policies determined by the Secretary 
of the Treasury. The Bureau’s primary concern is with the issuance, servicing, 
and retirement of Government securities. It also has a general responsibility 
in the conduct or direction of transactions in the public debt issues of the insular 
governments and of those Government-owned corporations for which the Treasury 
acts as agent. 

The appropriation granted to the Bureau provides, in addition to the admin- 
istrative costs of the Bureau, operating funds for the United States Savings 
Bonds Division, a separate organizational entity directly responsible to the 
Secretary for promoting the sale of United States savings bonds. The appro- 
priation also includes funds for reimbursing the Federal Reserve banks, on an 
actual cost basis, for services performed in their capacities as fiscal agent of 
the Treasury, funds for payment of fees to banks and other financial institutions 
at stipulated rates for redeeming savings bonds, and funds for payment to the 
Post Office Department for services performed as issuing agent for savings 
stamps and for issuing savings bonds to the public in certain localities where 
other publie facilities are not available. 

Departmental headquarters of the Bureau are in Washington where, in addi- 
tion to general executive direction and bureauwide administration, transactions 
relating to all securities other than savings bonds are conducted or directed, and 
security stock of all types is received, examined, and distributed. An office con- 
cerned exclusively with transactions relating to savings bonds after issuance is 
located in Chicago. In addition, there are three regional offices of the Office 
of the Register of the Treasury in New York, Chicago, and Cincinnati, through 
which all retired savings bonds are channeled from the Federal Reserve banks 
for audit and processing before final recordation of retirement on the records 
inaintained in the Chicago departmental office. 

The Bureau is requesting $45,500,000 for the fiscal year 1957. This amount is 
$112,000 below the amount required for the current fiscal year; $44,500,000 
currently appropriated, plus $1,112,000 estimated as supplemental requirements 
to cover the costs of pay increases in accordance with provisions of Publie Law 
94, 84th Congress. The amount requested for 1957 is $620,313 less than the 
amount that would have been needed during the fiscal year 1955 had the present 
salary rates been in effect during that full year. 

An extremely important Consideration to be borne in mind in examining the 
composition of the appropriation “Administering the public debt” is the fact that 
a large portion of the funds are not under the direct administrative control of 
the Commissioner of the Public Debt. Funds for promoting the sale of savings 
bonds by the United States Savings Bonds Division, and funds necessary for 
payment to the Federal Reserve banks as paying agents and the Post Office 
Department for services performed by each in connection with operations admin- 
istered by the Bureau constitute approximately 61 percent of the total require- 
ments under this appropriation title for fiscal 1957. 
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The following table sets forth the proposed allotment of funds for the various 
activities during 1956 and 1957, as compared with the allotments proposed fo: 
fiscal 1956 when presented last year: 


1956 (in budget) 1956 (revised) 1957 (estimate 


Percent 


a Percent Amount | Percent 


Amount of total of total 


Amount 


Administrative expenses, Bureau of 
the Public Debt 
Personal services $11, 589, 32 2! $12, 000 
Projected full year pay increase 
based on Public Law 94 


Total projected personal serv- 
ices 12, : 24.4 7 a 000 
Other objects of expenditure 5 5, 375, 200 


Total : 17 2 39. ¢ 7, 200 


U.S. Sa 
ings Bonds Division 
Personal services ; : 3, 562, 600 
Projected full year pay increase 
based on Public Law 94 


Total projecte d person 
services 3, FAS ] 3, 573, 700 3 600 
Other objects of expenditure , 5493 5 7 100 5 , , 100 


Total 5, 142, ; 5, 136, 800 i, 700 


Reimbursements 
ro F. R. B.’s f 
cotinine th 10.17 ; 1, 025, 000 
R. B.’s for services per 
formed 11, 583, 50 7; ll, , WOO 
lo the Post Office Department 
for savings stamp and bor 
ania 776, 000 , 000 , OO 
Potal. 2, 53%, 200 23, 000 d 22, 637, OOO 
Appropriation or estimate 
sonal services projected a 
lary rates 616, », 612, 000 s 5, 000 
Less pay adjustments. __. , 116, 828 * 1, 112, 000 


Appropriation or estimate , 500, 000 . 000 5. 000 


Added to reflect comparable cost at current salary rates 


‘ Currently estimated supplemental to cover cost of Public Law 94 


As can be seen from the above table, a substantial increase ($846,300) over the 
amount included in the 1956 budget estimate for paying agents’ fees is indicated 
‘There also have been some offsetting decreases in amounts now estimated to be 
required for reimbursement to Federal Reserve banks for services to be per 
formed and in the allotment for the Post Office Department. These changes are 
explained in detat!l below under the appropriate sections of the detailed explana 
tion of estimates by activity. It is sufficient to note here, however, that signifi 
cant fluctuations from the estimated volume of savings bond sales and redemp 
tions cause rather pronounced changes in fund requirements in those areas over 
which the Bureau has relatively little direct administrative control. 

In order that the Bureau may carry out its work program within the funds 
appropriated, while at the same time adjusting to these fluctuations in volume 
of work and operating costs over which little direct control can be exercised, it is 
necessary at times to make some rather sudden and substantial adjustments in 
those areas of the Bureau’s operations which are more immediately and directly 
controlled. Although constant attention is given to increasing efficiency and pro 
ductiveness of manpower in all operations, it is, at times, necessary to establish 
work standards to achieve even greater production and to introduce procedural 
changes designed to achieve temporary savings which may ultimately prove to be 
of questionable value in the long run. Such temporary measures enable the Bu 
reau to fulfill its obligations to the agencies which provide assistance to the 
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Bureau in the conduct of its operations, but service to security investors may be 
s temporarily or permanently impaired, the total estimated work volume may be 
r processed only partially through those stages of operations which cannot be post- 
poned to a later date, or costly backlogs may have to be developed which even- 
tually require handling sometimes at greater cost than if processed in the first 
instance, 

Illustrative of this type of temporary savings, which now appear to be proving 
of questionable long-range value, are our recent efforts to substitute test verifica- 
tion of postings of closeout entries to the numerical registers of retired savings 
honds in place of the former 100-percent verification and the temporary suspen- 
sion of certain sorting and filming operations required for the development of a 
numerical registration record of savings bonds. Funds are included in this 
hudget presentation for restoration of 100-percent verification of numerical regis- 
ter postings in the current fiscal year and are requested in the 1957 estimate for 
resumption of the aforementioned sorting and filming operations. Were it not 
for the fact that it is now considered essential to request funds for clearing up 
some of the backlogged operations in fiscal 1957, this estimate would be an addi- 
tional $300,000 below estimated costs for fiscal 1956 to reflect an estimated net 
decrease in workload volume. 


ESTIMATED WORK VOLUME 


The following table shows the work volume by major workload factors in terms 
of the accomplished work program in fiscal 1955, the fiscal 1956 estimate as origi- 
nally presented to the Congress last spring on the basis of which our currently 

vailable funds were appropriated, the fiscal 1956 volume as currently estimated 
eflecting latest available information and the most recent economic analysis, 
and the best estimate possible at this time for fiscal 1957. 


1956 


ajor ts of ] , 955 actr ‘ 957 estimate 
Major units of work volume 1955 actual | 4. presented | Currently 1957 estimat 
in the 1956 revised 
budget estimates 
ngs bond program 
Issues | | 
Sales 86, 306, 771 | 82, 400, 000 | 88, 800, 000 | 91, 800, 000 
Other issues: All series, account current } 
claims, reissues and exchanges 2, 664, 190 2, 900, 000 2, 700, 000 2, 700, 000 
Total issues 88, 970, 961 | 85, 300, 000 91, 500, 000 | 94, 500, 000 


Retirement 
Redemptions 92, 454,095 | 85, 100, 000 92, 500, 000 87, 900, 000 
Other retirements: All series, account 
current claims, reissues, exchanges 


and spoils 4,950, 741 5, 250, 000 5, 300, 000 | 5, 400, 000 
c Total retirements 97, 404, 836 ), 350, 000 97, 800, 000 | 93, 300, 000 
dl 
e Other ireasury securities program 
Issues 

Original] issues 1, 460, 210 1, 500, 000 1, 300, 000 1, 300, 000 
‘ Exchanges 1, 328, 509 1, 400, 000 1, 300, 000 1, 300, 000 
| ‘Total issues 2, 788, 719 2, 900, 000 2, 600, 000 | 2, 600, 000 
) Retirements: 
* Redemptions 2, 428, 667 1, 900, 000 1, 800, 000 1, 800, 000 
, Exchanges 1, 137, 020 1, 400, 000 1, 200, 000 1, 200, 000 
S Total retirements 3, 565, 687 3, 300, 000 3, 000, 000 3, 000, 000 
PA 
n There are certain economic assumptions and other factors relating to fluctua- 
v tions in work volume, particularly with respect to the savings bond program, 
)- Which were taken into account in the development of the 1957 volume estimates 
h and in the revision of the estimated workload for fiscal 1956. These are: 
l 1. A continuation of the general improvement in economic conditions in the 
e Nation throughout fiscal 1956 and extending into 1957. This should result in the 


: continued increase in the number of pieces of savings bonds sold and also in 
the dollar value of sales. 
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2. Redemptions of matured E-bonds will decrease rather sharply in 1957 
Fewer bonds mature in fiscal 1956 and 1957 than matured in 1955. 

8. The trading-up program (the purchasing of higher denomination E-bonds 
by purchasers buying the $25 denomination bond), which was discussed with 
the Congress last spring as a means of effecting a reduction in the number of 
pieces of bonds to be handled while at the same time maintaining or increasing 
the dollar value of sales, has not proved as fruitful as had been anticipated 
Although some gains have been made in reducing the number of pieces to be 
handled, the estimate presented last year of approximately a 15 percent re 
duction in the number of pieces to be issued has had to be revised downward. 

4. A considerable amount of additional work is expected to fall on the Bureau 
during the balance of this current fiscal year, as a result of the recent disastrous 
floods in the northeastern section of the country. Most of this work is expected 
to be in such fields of activity as searching records of ownership, correspondence, 
and claims relating to lost or mutilated bonds, and whatever other servic 
actions may be necessary to assist the bond-owning public. There is, however, 
no direct correlation between this work and the major workload factors of issues 
and retirements, and accordingly no adjustments have been made to include any 
estimate of processing costs for this anticipated increase in work volume, 

The estimated volume in the jie above forms the basis for the Bureau's 
work program for the current fiscal year and for fiscal 1957. The major wor! 
load factors of issue and retirement of savings bonds and of other Treasury 
securities are broken down into specific units of work, such as key-punching, 
sorting, filing, indexing, microfilming, searching, verifying, auditing, handling 
claims and correspondence, ete. These units of work are in turn evaluated in 
terms of unit costs. The pressure is ever present to take all possible actions 
to reduce these unit costs. During fiscal 1956 every effort will be exerted to 
maintain operations on a current basis in all phases of the work; to further 
reduce unit costs and to attempt to absorb as much as possible of the pay 
increase money required to meet the provisions of Public Law 94, for which 
funds have not yet been provided. To achieve these objectives in the face of an 
estimated increase in issues of savings bonds of approximately 6 million pieces 
and in retirements of more than 7 million pieces over the original estimates 
for which funds were appropriated is a task of significant magnitude. This 
increase in workload approximates roughly to a 7-percent increase in production 
on the issue side and an 8-percent increase on the retirement side. No unproc 
essed work or backlogs are envisioned as being carried over into fiscal 1957 
Furthermore, the high degree of production which will have to be achieved 
during this current year to fully process our presently planned program of work 
has been projected into the estimates for our 1957 requirements. This high 
standard of productivity has been projected through all phases of the Bureau's 
work, even in those operations where a decrease in volume might tend to result 
in higher unit costs per individual piece handled. As has been noted above, 
were it not for the fact that it is now considered imperative to ask for funds to 
resume operations which had been reluctantly and temporarily discontinued, 
this estimate for fiscal year 1957 would be about $415,000 instead of $112,000 
less than the amount required for 1956 operations. 


EXPLANATION OF LANGUAGE CHANGES 


Public Law 57, S4th Congress, approved June 1, 1955, provided authority to 
reimburse the Federal Reserve banks for necessary expenses for acting in their 
capacities as fiscal agents of the United States on public-debt transactions ; 
authorized the Secretary to accept services without compensation ; and amended 
section 10 of the Second Liberty Bond Act to make this definite appropriation 
available for the same purpose as the indefinite appropriation provided for by 
that section, and stipulates that the indefinite appropriation shall not be avail- 
able during a period when a definite appropriation is made. All language 
formerly related to these provisions has been deleted. 








Analysis of appropriation base 


Appropriation alloca- i.dinatmont } Net change a base, 
tion for 1956 ajustments in Dase increase (+ or de- 
crease { 
Activity - - 
Average | 4 mount Reduec- | 4 aditions | AVeT@ée | am yunt 
positions tions positions 
Issuance, servicing, and retir¢ 
ment of savings bonds 2, 387. 1 $33, 003, 555 | $494, 288 $646, 504 12.8 +- $152, 21 
Issuance, servicing, and retire- 
ment of other Treasury secur 
itic 549. 2 5, 738, 500 26, 912 161, 139 —6. 0 +-134, 227 
Maintenance and audit of public- | 
debt account 159. 4 757, 883 2,618 51,673 £49, O55 
$. Promotion of the sale of savings 
bonds 579.9 | 4,894,800 11, 774 241, 674 —9.0 }+-229, 900 
Executive direction 13.0 105, 262 372 7,427 +7, O55 
Total 3, 688.6 | 44,500,000 | 535,964 | 1, 108, 417 27.8 +572, 453 


OWNERSHIP OF PUBLIC DEBT 


Mr. Gary. Mr. Kilby, will you also insert at this point in the record 
the usual table with respect to the ownership of the public debt ? 

Mr. Kinpy. Yes, Mr. Chairman: I have the statement and I will be 
vlad to insert. it. 

(The information is as follows:) 


Owners} p of the pub ae deht 


{In billions of dollars] 


. . s --,;| Change since 
Feb, 28, 1946 | Dee. 31, 1954 | Nov. 30, 1955! hange since 


Dec. 31, 1954 
onbank investors 
Individuals 64 64 66 +2 
Insurance companies and mutual savings 
banks 3514 24 23 2 
Nonfinancial corporations 2 19! 9 22 } 
State and local government and miscella- 
neous 15 27! 30) 4.2 
Total nonbank 135 135 142! L714 
Banks 
Commercial banks 94 69 H1by —7 
Federal Reserve banks. -. 23 25 24\4 
otal banks 117 O4 RG 8 
. >. Government investment accounts 25 5U 51 1 
Total 280 279 280 +1 


| Preliminary estimate, 
SECURITY ISSUES, RETIREMENTS AND AVERAGE EMPLOYMENT 


Mr. Kitsy. Mr. Gary, I wonder if I might add one thing. 

Mr. Gary. Yes, sir. 

Mr. Kinny. Which has been on my mind to a considerable extent. 
We have a table which covers the past 10 years, and it shows the num- 
ber of securities—savings bonds, marketables, and all kinds of securi- 
ties—that have been issued and retired in each of those 10 years. It 
shows the average number of man-years that we have had employed 
in the Bureau and the ratio of the number of securities to the ave rage 
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man-years, and also the cost in appropriated funds to operate the 
Bureau of the Public Debt for those 10 years. 

I should like to make one point : In 1949 we handled 160 million items 
with 6,582 people. In 1955 we handled 192 million items, which is 32 
million more, with 3,235 people, which is less than half the number of 
people. We feel proud of that, Mr. Chairman. We think that repre- 
sents real progress. 

Might I insert that in the record ¢ 

Mr. Gary. We would be glad to have the statement in the record. 

Mr. Kirpy. Thank you, Mr. Chairman. 

(The information is as follows:) 


, ‘ 
Statement showin ] Sec irit Jf wsues and ‘elireme nis, average ¢ mployment, 
ez pen ditures, and applicable ratio 


Number of secu Ratio of 
rities (savings A veragé number of rotal 
; oO 
bond and other number 2 of securities , 
xpenditures 
issued and man-years to average 
retired man-years 


l F (3 


7, OS3, 40 
215, 391, O70 44 25, 210 60, OSS, 5 
174, 037, 879 a 24, 348 53, 504 
160, 530, 221 6, 582 24, 389 49, 248, 2 
155, 653, 666 5, 14¢ 30, 230 45, 971, 331 
163, 490, 561 5, O7' 32, 190 44, SOG, 32% 
163, 627, 727 , 10, 876 44, 983, 120 
174, 052, 933 3, 725 15, 726 46, 032, SO” 
191, 226, 000 ; j 57. 6450 $3, 839, 747 
192, 730, 203 3, 235 59, 376 40, 277, 697 


$58, 638, 917 ( 3 38, 003 


1 Issues and retirements have been combined into a single entry in column 1 for each year for the purpos¢ 
of the attached statement, without giving effect to different weights entering therein. Also, while man- 
year and expenditure figures include all operations, certain service and retirement transactions, such as 
interest check issues, interest coupon retirement, unfit currency destruction, etc., are not reflected in 
eolumn 1. 

2 Includes part-time employment adjusted to full-time basis 


DEBT CEILING 


Mr. Gary. Mr. Kilby, is any additional legislation contemplated 
this year with reference to the debt ceiling ? 

Mr. Kirey. Mr. Chairman, that is a matter of course within the 
province of the Secretary of the Treasury. I am not informed what 
the plans are. 

However, I noted in the budget message that it was indicated that 
it would be necessary to go above the $275 billion limit in the last half 
of the calendar year 1956. That is because of the fact that we have 
the heavy income-tax receipts coming in the first half of the calendar 
year, and a very much reduced rate of tax receipts during the last 6 
months. The pattern which has been followed this year presumably 
will be followed, and I hope in a somewhat modified degree. The 
one for the coming year should follow somewhat the curve which it has 
followed in fiscal year 1956. 

Mr. Gary. The debt ceiling is now #275 billion, but for the past 2 
years legislation has been adopted raising it temporarily to $281 bil- 
lion; is that correct ? 

Mr. Kinny. Yes, sir. 

Mr. Gary. The President’s state of the Union message indicated 
that it would be necessary to pass similar legislation again this year / 

Mr. Kirsy. That is my understanding. 








BOND SALES 


Mr. Gary. What types of bonds are you selling the most of at the 
present time, Mr. Kilby 

_ Kinny. During the past year, Mr. Chairman, the Treasury is- 

sued a 3-percent 40-year bond, which, incidentally, we were in the 
process of selling when we were here before you last Februar y. An 
additional amount of that bond was sold in July of this fiscal year for 
cash. 

The initial issue was in exchange for the 27% of 1955-60 which were 
called for redemption on March 15, 1955.) That is the only market- 
able-bond issue that we have put out this past vear, Mr. Chairman. 

Other than that we have confined our financing to the relatively 
short-term field of certificates of indebtedness and Treasury notes. 
Of course, we are constantly issuing Treasury bills each week. We 
have approximately $1.6 billion of Treasury bills coming due each 
week, and we have been rolling them over as they mature. 

Mr. Gary. Then you still sell a great many E- and H-bonds, do you 
not 4 

Mr. Kinny. Yes,sir. The FE and H sales, I think, have been better 
this vear than in 9 or 10 years. [Tam sure when Mr. Shreve succeeds 
me on the witness stand, he will tell you in complete detail what success 
they have had in the past vear. 


DESCRIPTION OF VARLOUS TYPES OF BONDS 


Mr. Gary. Will you give me a brief comparison of those two bonds? 

Mr. Kitsy. Do you mean a comparison of the characteristics of the 
bonds ? 

Mr. Gary. Yes. 

Mr. Kinny. The Treasury bonds are marketable securities which are 
issued in both coupon and registered form. They are freely trans- 
ferable. They are negotiable. They are sold on the market. 

The savings bonds, on the other he ind, are nontransferrable securities. 
They are issued only in the name of the owner. They may not be 
vle dged as collateral fora loan. 

In the case of the series E-bonds, registration is restricted to indi- 
viduals only in their own right in 3 different forms: 1 name alone, the 
aame of 2 individuals as coowners, and the name of an individual 
as owner and another individual as beneficiary. 

There are two types of savings bonds. The appreciation bonds are 
sold at a discount and increase in value until maturity. The current 
income bonds are sold at face value and pay interest by check every 
6 months. The redemption value at intermediate per iods in the case 
of the bonds like the E-bonds is on a shding seale, which always returns 
more than the amount paid; but the increment, of course, is governed 
by the length of time the bond is held. 

The series H-bond, which is also sold to individuals only, is issued 
at par and it is always redeemed at par. But the interest in the early 
days isata low rate. That feature was put in when the series H-bond 
Was issued in 1952 to combat the objections which had been raised 
to the old series G-bond which was sold at par and which paid current 
interest at the rate of 214 percent, but if redeemed in the intermediary 


72073—56——_9 
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periods was redeemed at less than par, the difference in price being 
to make an adjustment for the interest that had been paid to the 
shorter period of time for which the bond had been held. 

I think those are the principal attributes of those two bonds. 

Mr. Gary. What interest do those bonds bear ? 

Mr. Kirrpy. The series H bond and also the series E bond return a 
full 3 percent if held to maturity in 9 years and 8 months. The series 
J and series K bonds pay interest at the rate of 234 percent if held 
for 12 vears. 

Mr. Gary. But the E- and H-bonds pay the same amount of interest ? 

Mr. Krrey. The only difference is that one is sold at a discount and 
the other is a current income bond. 

Mr. Gary. But the interest is the same? 

Mr. Kinry. It very closely parallels at all periods during the life 
of the bond. 

Mr. Gary. Is there any limit to the amount that one person can 
hold of those bonds? 

Mr. Kinsy. There is a limit of $20,000 each year of each of the 2 
series. In the case of the series J and K bonds there is a limit of 
$200,000 annually. 

Mr. Gary. The J- and K-bonds pay 234 percent? 

Mr. Kinpy. Yes: those are the successors ofthe old F and G bonds. 

Mr. Gary. What is the distinguishing characteristic between them 
and the E-and H-bonds? 

Mr. Kirey. The J-bond is an appreciation bond, and the K-bond is 
a current income bond. You might say that the series E and J are 
comparable and H and K are comparable. 

Mr. Gary. The E and H bonds are only issued to individuals, where- 
as the J and K bonds can be issued to corporations ? 

Mr. Krrny. That is true. I might say there is just one exception : 
The series E and H bonds may be sold to the trustees of personal trust 
estates. They cannot be sold to trustees of personal trust estates. 
They cannot be sold to artificial persons or corporations generally, 
but they have been sold specifically to trustees of personal trust 
estates. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


INTEREST PAYMENTS 


Mr. Gary. How is the interest paid on the H-bonds, Mr. Kilby? 

Mr. Kirsy. Interest is paid by Treasury check each 6 months, Mr. 
Chairman, from the month in which the bond was issued. If an 
individual were to purchase an H-bond in January and another H-bond 
in July those 2 purchases would be consolidated. Likewise, if during 
the next January and the next July additional H-bonds were purchased 
by that individual there would be 4 bonds consolidated in 1 account on 
which 1 interest check would be issued each January and each July 
that he continued to hold the bonds. 

Similarly, if after the passage of a few years he elected to redeem 1 
of those bonds, the succeeding interest payment would be for the 
amount of interest that was due on the 3 remaining bonds. That en- 
ables us to keep the number of interest checks that we issue to a 
minimum. 
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If that individual were to buy another H-bond in February, how- 
ever, that would be a different account and it would call for another 
check in February and August of each year. 

Mr. Gary. The C ongress passed a law providing that the interest 
shall continue on E -bonds which are not canceled at maturity. No 
payment is made on that interest until the bond is presented for pay- 
ment; is that correct ? 

Mr. Kiney. That is true, Mr. Chairman. The bonds which have 
already matured and which are now being extended automatically 
by virtue of that law are continuing to earn interest over and above 
the par value of the bonds. That amount will be paid at the time 
the bond is redeemed. 

It is also interesting to note that if the owner is on a cash basis he 
will have no tax liability until the extended maturity of the bond or the 
time at which he redeems it, whichever occurs first. 

Mr. Gary. How has that law of the Congress operated ? 

Mr. Kinny. It has been a wonderful law, Mr. Chairman. About 75 
percent of the E-bonds which have matured since the passage of that 
law have continued to be held by the owners. The value of the E- 

bonds which have matured is now about $13.9 billion. That is rep- 
resented by about 173 million bonds. 

The fact that those bonds are still held by the owners is to a great 
degree responsible for our ability to have lived within our appro- 
priations, because we have not had ‘the task of redee ‘ming those bonds as 
they became due, and in most cases issuing others to replace them. 
The one instrument has stayed out and we have had no expense in 
connection with the extension. 

Mr. Gary. Off the record. 

( Discussion off the record. ) 


SAVINGS BONDS FUNCTIONS IN CHICAGO OFFICE 


Mr. Gary. Why is it necessary to maintain the Bureau’s savings 
bond functions in Chicago, Mr. Kilby ? 

Mr. Kirny. The savings bond function was moved to Chicago in 
July 1942, right after war broke out. It was evident that the savings 
bond activity would exceed any space that we might be able to make 
available for it in Washington. We were able to secure about 200,000 
equare feet of space in the Merchandise Mart in Chicago for the initial 
installation. 

As the organization expanded additional space was acquired until 
at one time we had over 1 million square feet of space. We had 
around 10,000 people carrying on that operation. 

After the war the volume declined somewhat. We have been able 
to reduce the force. We now have the people housed in about 400,000 
square feet of space in the old Rand MeNally Building, and the 
organization 1s below 1,800 people, bur it still is too large an activity 
to attempt to transplate from Chicago, we feel. 

There has been some suggestion from time to time that it might ulti- 
mately come back to W ashington, but it is pretty well shaken down 
to size now, and the majority of the people there are residents of 
the Midwest. You would be uprooting individuals as well as causing 
an upheaval of activity to move it back to Washington, so we are 
rather resigned to its permanent residence there. 
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Mr. Gary. Do you think there would be any economy in bringing 
it back to Washington / 
Mr. Kiney. I can see no possible economy, Mr. Chairman. 


SUMMARY STATISTICAL TABLES 


Mr. Gary. Mr. Kilby, will you bring up to date and insert in the 
record the tables appearing on pages 126, 135, 136, and 138 of the 1956 
hearings. 

Mr. Kinry. Mr. Chairman, I think there is one table ineluded 
in those pages which vou gave which lists the securities held in the 
various trust funds. Is that one of them? 

Mr. Gary. That is not one of them, no. 

Mr. Kirtsy. That is not? 

Mr. Gary. No. 

Mr. Kinny. We will be very glad to put them in, Mr. Chairman. 

(The information is as follows:) 


United States 8 7 iS bonds, series BR Monthly sales and re le mpl ons, fis 
94, 1955, and 1956 (based on unaudited re ports 


60, 607, 708 


485 90,000,076 





1 Due to procedural change, backlogs developed in the regional offices, and the monthly breakdown 
on a Classified charge basis rather than actual redemptions Backlog 
year end 
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Statement of public debt outstanding which will mature in 
on latest audited figures in the accounts of the Bureau of the Public Debt 


| 
| Rate of | Date of issue 


Description of loan or issue feaeenad 





Public issues 
Marketable obligations: 
Certificates of indebtedness: Series D- | 
1956_ ~~ 
Treasury notes: 
Series B-1956 
Series A-1957 
Series B-1957 
Series E A-1957 


| 
| 
| 


ae Dec. 1, 1955 

| May 17, 1955 
Sept. 15, 1953 
Oct. 4, 1954 
Apr. 1, 1952 


Total Treasury notes 
Total marketable obligations 
Nonmarketable obligations: 
Depositary bonds, first series 


July 1944 
June 1945. 
Total public issues 
Special issues 
Canal Zone 
1957 (notes 
Civil-service retirement fund 
: 1957 
Do 
Farm tenant 
Series 1957 
Federal l)eposit 
Series 1957 (notes 
Federal home loan banks 1957 
note 2\| July 
Foreign retirement func 
Series 1957 (notes 
Do 
National service life insurance 
57 (notes 
Railroad retirement 
notes). 


postal savings system 


30, 


do 


eerie 


June 


notes 


mortgage insurance fund: 


notes 


Insurance 


Dec. 31, 
Corporation 

Dec. 1, 
Series 
11, 
eTViIce 

June 30, 

do 

fund: Series 
195 do 


sccount: Series 1957 


do 
Total, specia] issues (notes 


outstand- 
ma- 


Total interest-bearing debt 
ing, exclusive of savings bonds, 
turing in fiscal year 1957 


NOTE 


1957. It does not include those securities, 


1957, redeemable on demand at option of owner or on call by the Secretary of the Treasury. 
bt refundings occurring in the latter half of fiscal year 1956 which may carry maturity 


is included for de 
dates in 1957 


| 


July 


fiscal year 1957 based 


Payable 


Dec. 1, 1956 


Aug. 15, 1956_| 
Mar. 15, 1957_| 
May 15, 1957 
Apr. 1, 1957 


1944— 





June 1957. 


June 30, 


do 
do 


Dec. 31, 


Dec. 1, 


June 


do 
do 


do.. 


do 


Amount out 


standing 


$9, 083, 130, 


906, 574, 
, 154, 930, 
531, 296, 

, 230, 135, 
9, 313, 265, 


20, < 


) 
+000, 


33, 640, 


500, 


5 (99 


3, 462, 
, 000, 
, 400 


, 100, 


"152, 


375, 485. 


1, 028, 046 
2, 383, 545, 


31, 717, 185, 


000 


, 000 


000 
000 
000 


O00 
O00 


000 


(Wy) 


000 


OM 


OO 


OOO 


000 


O00 


S00 


HOD 


000 


O00 


400 


400 


The above table includes all securities, except savings bonds, which mature in the fiscal year 
the maturity dates of which are subsequent to the fiscal year 
No estimate 
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Amount of interest-bearing debt outstanding, the computed annua! interest charge and 
the computed rate of terest at the end of each fisca: year f-om 1916 to 1937 on basis 
of monthly public debt statements, and from end of the fiscal year 1938 to date, on 
basis of daiiy Treasury statements 


Interest-bearing Computed annual) Computed rate 



















debt interest charge of interest 

End of June 30: Percent 

1916 , 562, 590 $23, 084, 635 

1917 2, 549, 476 83, 625, 482 

1918 5, 882, 436 468, 618, 544 

1919 : 5 . ‘ . 496, 273 1, 054, 204, 509 

1920 : s 24, 061, 095, 361 1, 016, 592, 219 

1921 see 7 X 23, 737, 352, O80 1, 029, 917, 903 

1922 = oaes aa 22, 711, 035, 587 962, 896, 535 

1923 : eaameal 22, 007, 590, 754 927, 331, 341 

1924 é 20, 981, 586, 429 876, 960, 673 

1925 20, 210, 906, 251 829, B80, 044 

1926, 19, 383, 770, 860 ‘ 52 

1927 i 18, 250, 943, 965 722, 675, 553 

1928 17, 317, 695, 096 671, 353, 112 

1929 - : 16, 638, 941, 379 656, 654, 311 

1930 ; 15, 921, 892, 350 606, 031, 831 | 

1931 16, 519, 588, 640 588, 987, 438 

1932 19, 161, 273, 540 671, 604, 676 

1933 5 742, 175, 955 

1934 842, 301, 133 | 

1935 cael 750, 677, 802 

1936 ee - 32, 755, 631, 770 838, 002, 053 | 

1937 é 35, S02, 586, 915 924, 347, OSY 

1938 36, 575, 925, S80 947, O84, O58 

Baia tales i A had 39, 885, 969, 732 1, 036, 937, 397 | j 

1940 2, 376, 495, 928 1, 094, 619, 914 | 3 

1941 48, 387, 399, 539 1, 218, 238, 845 | 2. 518 

1942 71, 968, 418, O98 1, 644, 476, 360 2. 289 

1943 135, 380, 305, 795 2, 678, 779, 036 | 11.979 

1044 199, 543, 355, 301 3, $49, 254, 656 1. 929 

1945 256, 356, 615, SIS 4, 963, 730, 414 1. 936 

1946 5, 350, 772, 231 | 1. 996 

1947 5, 374, 409, O74 | 2. 107 

1048 5, 455, 475, 791 12.182 

1949 5, 605, 929, 714 | 12. 236 

1950 5, 612, 676, 516 | 12. 200 

1951 5, 739, 615, 990 1 2. 270 

1952 5, 981, 357, 116 | 1 2. 329 

1953 6, 430, 991, 316 | 1 2. 438 

1954 ‘ 268, 909, 766, 654 6, 298, 069, 299 2. 342 

1955 271, 741, 267, 507 6, 387, 225, 600 | 2. 351 
1956: Month ended: | 

July ‘ 274, 954, 708, 927 244 1 2. 348 

August ‘ 710, 557, 129 a 96, 637 | 2. 384 

September &, 646, 070 | 6, 601, 219, 965 1 2. 402 

October , 276, 683, 595 6, 696, 698, 746 12 416 

November , 628, 452, 531 6, 729, 425, 670 | 1 2. 425 


On basis of Daily Treasury Statements. (See heading.) 


NoteE.—For monthly figures from June 1916 to June 1929, see report of the Secretary of the Treasury for 
1929, p. 509; from July 1929 to June 1936, see report of the Secretary of the Treasury for 1936, pp. 442 and 443. 
For monthly revised figures covering subsequent fiscal years, see reports of the Secretary of the Treasury 
for the respective years. Interest-bearing debt figures include discount on Treasury bills, amount being 
leducted prior to calculating the average interest rate. 


COST OF CHICAGO OFFICE 


Mr. Gary. It has come to our attention that the General Accounting 
Office has questioned the price of the lease and equipment of the 
Chicago Office. 

Mr. Kinsy. I have not heard any suggestion from GAO or any 
other source on that point, Mr. Chairman, unless it could be this 
controversy which has arisen about the lease on the Rand MeNally 
Building, concerning which, I believe, there has been some corre- 
spondence between the Comptroller General and the General Services 
Administration. 

Mr. Gary. What is the basis for that ? 
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Mr. Kirspy. May I ask Mr. Merritt to explain that to you, Mr. 
Chairmar ? 

Mr. Gary. Yes. 

Mr. Merrirr. I believe in August 1955 the Acting Comptroller 
General sent a letter to Mr. Mansure relative to the lease that GSA 
entered into with the owners of the property known as 536 goed 
Clark Street, questioning the rental that was being paid based « 
the ap ypraised value of the building and the value of the improvements 
which were made in the buil ling when 70 some tenants were moved 
out of the old building to put it in a shape that we might use. 

The rental has been reduced in order to make up for the ditference 
which the General Accounting Office claimed was a proper rental 
based on that appraisal and what was being paid. T think the current 
rental is somewhat near the rate of $375,000 a vear. 

As a result of the GSA not making payments to the owners, 
owners have filed a suit in Cook County to cancel the lease and evict 
the Government from the building. As I understand it, the matter 
how being dise ussed b V leg: il counsel of both the General Accounting 
Office and GSA to see just what the next step is. 

It was not a lease that the Treasury negotiated: the matter is 
entirely between the General Accounting Office and the GSA. 

Mr (TARY. The lease Was negotiated by the General Services Ad 
ministration / 


Mr. Merritr. Yes, sir 
INTEREST RATES 


Mr. Gary. Mr. Kilby, I wonder if vou can tell us something about 
the situation as to interest rates at the present time. 

Mr. Kinpy. The average interest rate on December 31. 1955, on the 
entire interest-bearing debt was 2.490. A vear before it was 2.291. 
So in the course of the year the rate has risen about two-tenths of 1 
percent. 

Mr. Gary. What is the reason for that / 

Mr. Kitsy. Then varket particularly during the |; _ few months has 
bee 1) quite tigh t. That is shown quite grap hic ally from the rates we 
have had to pay on our regular weekly issues of 91-day Treasury bills, 
ot as h we have over $20 billion outstanding at the present time. 

The average rate on Treasury bills rose from 1.064 at the end of 
1954 to 2.420 at the end of 1955.) T he highest rate we have paid on any 
weekly issue, incidentally, was 2.687 for the issue dated December 29, 
1955. We have been pay ing somew * higher rates in the entire short 
area, 

Mr. Gary. I notice that you estimated the interest for 1956 at $6.3 
billion, and you now estimate your interest for 1956 at $6.8 billion, 
which is an increase of $500 million. Is that due to the increase in 
interest rates / 

Mr. Kinny. That is mostly due to the increase in Interest rates, Mr. 
Chairman. 

(Nore.—The following information was supplied later.) 

Only $65 million is attributable to a change in computing the figure from a due 
und payable basis to an accrual basis. ) 








Mr. Gary. During the year? 

Mr. Kinpy. Yes, Mr. Chairman. 

Mr. Gary. After your first estimates were made / 

Mr. Kinsey. That is correct. You will notice also that our estimate 
for 1947 is an even $7 billion. 

Mr. Gary. I should like for you to look over this table showing the 
interest on the public debt, from 1950 through 1957, to see if this is 
a correct statement. 

Mr. Kinsey. That is entirely correct, Mr. Chairman. 

Mr. Gary. I should like to insert this table in the record at this 
point. It speaks for itself. 

(The information is as follows:) 


Interest on the public debt 


{Millions of dollars] 


1950 —__ $5, 722 | 1954_- : il aera J S6, 8382 
1951 5, 61S. | 1960 ..~c6- chat paints 6, 3870 
1952 7 Se. ie. “a a 6, SOO 
1953 6, 504 | 1087 .... on ee 


Mr. Kitsy. Incidentally, Mr. Chairman, in 1950 our public debt 
was $257 billion. That was $23 billion less, which would account for 
part - the ditference. 

Mr. Canrietp. Mr, Kilby, I do not have many questions today. 

I = avs like to begin an examination of you by asking: How many 
years have you been a servant of Uncle Sam 4 

Mr. Kinny. It now adds up to 38 years, Mr. Canfield. 

Mr. Canrietp. How many years have you been in the Treasury 
Department / 

Mr. Kinny. I have been in the Treasury Department 36 years. 

Mr. Canrieitp. How long have you ‘been Commissioner of the 
Public Debt / 

Mr. Kinspy. [am now in my Lith year as Commissioner, 


REQUESTED LNFORMATTION 


Mr. Canrienp. Mr. Chairman, inasmuch as this question of the 
public debt is one that is of interest to every Member of the Congress 
I am voing to ask the permission of the committee to have inserted 
at this point in my brief examination the history of the public debt, 
the amount and the interest thereon for the last 25 years. 

Mr. Kinsy. I will be glad to supply that, Mr. Canfield. 

(The matter referred to may be found on p. 133.) 

Mr Canrietp. Mr. Kilby, 1 am glad to hear your statement about 
the people in the United States buying Government saving bonds, 
notably the E-bonds and hol ling onto them after the date of matur ity. 
I think it indicates very clearly their confidence in their Government. 

I was also interested in the fact that for some vears now sales con- 
tinue to exceed redemptions of those bonds. 


SAVINGS STAMPS 


One minor item has to do with savings stamps, which in yesteryear 
were fairly popular and were sold in the main, I believe, to children 
of our country. Is there much sale of those stamps today ? 
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Mr. Kirsy. The activity in the stamps has not varied a great dea] 
in the last 2 or 3 years, Mr. Canfield. About $18 million worth of 
stamps represent a year’s sales, and also a year’s retirements either 
for cash or in exchange for savings bonds. 

The principle of the st: amp is ‘that it will be accumulated toward 
the pureh: ise price of a savings bond. 

Mr. CanrteLp. Usually a small bond 2 

Mr. Kixsy. Yes, it is usually accumulated toward the purchase of 
a $25 bond. The savings bond people have been quite enthusiastic in 
attempting to increase sales in schools, to inculcate the thrift habit in 
children. 

do not want to spoil Mr. Shreve’s story, because I am sure he 
will want to talk about that. 


PUBLIC INVESTMENT IN FEDERAL GOVERN MENT 


Mr. Steminskr. Again, Mr. Kilby, what is the total amount that 
the public has invested in the assets of the United States Government ? 

Mr. Krispy. $280.8 billion as of the end of December. 

Mr. Steminsxt. This investment in our assets is commonly called 
the public debt ? 

Mr. Kirpy. That is correct, sir. 

Mr. Steminsxi. Is it not probably the one case in our financial 
vocabulary where an investment is called a debt? 

Mr. Kirry. That may be so. I believe you raised that point last 
year, Mr. Sieminski. 

Mr. Steminski. Yes, sir: I shall continue to raise it as long a I am 
in Government, until such time as I feel that we have brought to 
finance the spirit and thinking of the ballot box—our people have 
in great measure invested in and are drawing interest on this so-called 
public debt and their investment has been praised as a stabilizing 
factor in our economy. 

The Secretary of the Treasury was in here yesterday. I think he 
is a splendid individual, doing his best for Uncle Sam, as I am sure 
all good public servants try to do. The other day, in these hearings, 
I asked, in effect : 

If we invest Government funds in anything that prolongs life, lessens pain, 
stimulates more creativeness, with less waste, could we not use that as as basic 
approach toward a good investment, or use it as grounds on which to invest 
funds? 

And the Secretary replied: 

Yes, if you can afford it. 


If my books are in balance, and at 3 o’clock in the morning my wife 
becomes deathly ill, no consideration as to whether by budget is 
balanced at that moment or not is going to stop me from summoning 
aid. It seems to me that the people of the United States have a right 
to believe that this Government can afford and will do anything needed 
to help them lengthen the span of their lives, lessen its pain, help make 
them live more creatively with less waste, be it by avoiding war, 
eliminating depressions or removing the unfair exploitation of man 
by man where possible. 
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INTEREST 


The next question: Is the interest on the public debt the amount of 
return on their bonds that our people get in a period of time in many 
instances ¢ 

Mr. Kitpy. That is correct; yes, sir. 

Mr. Sreminskr. So on the one hand we hear said: “Citizens, vour 
Government is wasteful because the interest on its debt is extravagant ; 
S7 billion today.” 

Qn the other hand, one can also hear said: “You, Citizens, to the 
tune of $40 billion in bonds have stabilized the economy of the United 
States.” 

We can flip and view both sides of that coin, public interest ($7 bil- 
lion) and public investment ($280.8 billion) it seems to me, with 
dem: camels vy and hypocrisy, or with simple and strong faith in Uncle 
Sam. | hope we can one day agree that the interest on the public 
investment is not alarming. That if our public investment is solid 
and wisely managed as the gross national product and hence revenue 
keeps going up that we can agree that to keep whipping the interest 
and the debt to death is to show immatur itv, insincerity and hypocrisy 
in the eves of the electorate. 

One could be the greatest soapbox orator in the worl 1 in knocking 

the public debt. then go around the corner and say, “Buy bonds,” as 
every man on and bef ‘ore this committee says we should. 

If you ask people to buy bonds, do you not accordingly send up the 
interest on the public debt? Might we not stop demagoguing the 
issue’ When Uncle Sam has bonds to offer, and when our people have 
money to buy them with, in so doing they render a service to the Stars 
and Stripes. To hold otherwise is to do both a disservice, is it not? 

Thank you. 

Mr. James. I have just one question, Mr. Chairman, for my infor- 
mation and for others interested in the subject. 


INTEREST PAYMENT 


We discussed a little while ago the interest on the E-bonds 
with respect to those bonds that are continued and not redeemed at the 
end of he first 10 years. Is that interest paid after the first maturity 
date on a flat rate interest, or is it compounded interest ? 

Mr. Kirpy. I is the equivalent of 3 percent compounded semian- 
nually on a flat basis on the bonds which have been held beyond ma- 
turity since May 1, 1952. 

Mr. James. Can you tell us what a $1,000 bond would be worth at 
the end of 20 years, the second maturity ? 

Mr. Kinny. It is about $1,340. If I may, I will insert the correct 
figure when I go over the testimony. 

(The figure is $1,346.80.) 

Mr. JAMEs. Maybe that would be a good thing to have at the end 
of your interrogation, Mr. Chairman, on this subject, because I think 
there is quite a misunderstanding about this thing. 

Mr. Kirpy. Actually, that amounts to about an 80- percent return on 
your original investment after 19 years 8 months. 

Mr. Gary. Off the record. 
(Discussion off the record. ) 


CHICAGO OFFICE 


Mr. Murray. Mr. Commissioner, I would like to thank our very 
able and capable chairman for bringing out your decision to retain 
the establishment in Chicago. I think your reasons are very potent. 
With Chicago now being the rail hub and the air hub of the world 
and fast becoming, with the « ‘completion of our waterway development, 
the water hub of the world, I am certain your decision will prove to be 
an economical one and one in the public interest. 

Mr. Gary. Will the gentleman yield? 

Mr. Murray. Certainly. 

Mr. Gary. I knew about my colleague's interest in this subject and 
for that reason I wanted to bring out the facts and save him the 
embarrassment of having to go into a matter that is purely personal: 
but I was very glad to bring out that information for his benefit, 
knowing his interest in the subject. 

Mr. Murray. Off the record. 

(Discussion off the record. ) 


PUBLIC DEBT 


Mr. Gary. Mr. Kilby, you stated that the public debt is $280.8 
billion. That is the direct liability of the Federal Government; is it 
not ¢ 

Mr. Kinsy. That is true, and I should perhaps have added that $500 
million of that is not subject to the statutory limitation. The excep- 
tion is represented by the securities not issued under the Second 


Liberty Bond Act, United States notes, and National and Federal 
Reserve banknotes still outstanding. 


GUARANTEED OBLIGATIONS 


Mr. Gary. Can you give us a ti able showing the contingent Habilities 
on the ouaranteed issues such as housing, FILA, GI loans, and various 
items which are guaranteed by the F oder: al Government and are to be 
paid by the F ederal Government only in the event of default ? 

Mr. Kuzpy. I will be very glad to put that statement in, Mr. 
(Chairman. 

(The information requested follows:) 
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> 


Statement of guaranteed obligations, Dec. 31, 1955 





(Compile d from latest reports received by Treasury] 
Title oe Principal 
Unmatured obligations 
Federal Housing Administration 
Mutual mortgage insurance fund Percent 
s percent debentures, series A ; $6, 372, 400 
2'6 percent debentures, series AA 2 14 ( 
23, percent debentures, series AA 23% 129, 350 
. percent debentures, series AA 70, SO 
234 percent debentures, series E 2% 622 BOO 
2'o percent debentures, series Kk 1, O76, OOM 
, percent debentures, series | 198, 500 
Armed services housing mortgage insurance fund: 24 percent det er 
tures, series FI 2 &AG. G00 
Housing insurance fund 
2's percent debentures, series BB y! QRY, OO 
234 percent debentures, series BB “34 179, 700 
234 percent debentures, series F 234 ARS, 200 
2'. percent debentures, series M 2! 2, 425, 950 
2', percent debentures, series Q 2 150, 000 
2 percent de’ entures, series Q 2 7. SAO 
Military beusing insurance fund: 2'o percent debentures, series N os 927, 950 
Nations! defense housing insurance fund 
2 entures, series GG 9 1. 478. 400 
: entures, series Gf 34 4 0 
entures, series P 2 » ©8090. Bou 
28 entures, series ¥ 234 1, 284, 150 
ithe | Housing Insurance Fund 
percent de entures, series L 2 50, 7 Fu) 
234 percent deventures, series R 28% 1.000 
per nt de! entures, series ‘| Yy 45 
War housing insurance fund 
34 pervent de enturcs, series G 234 139, ¢ 
pervent debentures, series H 2 19 GOK. 25 
! » ligat 2, 20) 
Matured ligatior 
Federal Farm Mortgage Corporation ’ 
Feder il Housing Administration > OM) 
Home Owners’ Loan Corporation 520. 400 
Potal matured o! ligations 853, TOO 
Potal based on guaranties AS, 060, O50 


Mr. Sieminskr. Just this, if I may. My whole approach in my 
questions is to bring the spirit of the ballot box to finance to make 
our people realize their investment in this debt or in this interest, 
and to make them realize that every 2 or 4 years it is within their 
power to change the complexion of Government financing if it is so 
desired. I would never like the people in my district to feel that 
Government financing is controlled by some magic other than which 
rests In the ballot box. 

Mr. Kinny. Mr. Chairman, | think we may have left unanswered 
1 question of yours about the expense of operating the Chicago office. 
You asked a question about some point along that line having been 
raised by the General Accounting Office. If there is such a point 
we have not heard about it and I would be very happy, if you have 
anvthing vou can tell me about it, if vou would do so. 

Mr. Gary. I think what we had in mind has been answered. It was 
a question raised between the General Accounting Office and the Gen 
eral Services Administration with reference to the lease and improve 
ments. 

Mr. Kinpy. Good, because | did not want to leave here with a que 
tion unanswered. 
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Mr. Gary. No. That was completely answered. We had infor- 
mation as to that and we wanted to get on the record what the situa- 
tion 1s. 

Thank you. 

Mr. Kitpy. Thank you very much, Mr. Chairman. 


WEDNESDAY, JANUARY 18, 1956. 
UNITED STATES SAVINGS BONDS DIVISION 
WITNESSES 


JOHN R. BUCKLEY, NATIONAL DIRECTOR 

EARL 0. SHREVE, CONSULTANT TO THE TREASURY DEPARTMENT 
BILL McDONALD, ASSISTANT NATIONAL DIRECTOR 

BERNARD KRIXTEIN, BUDGET AND FISCAL OFFICER 

E. L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 


Mr. Gary. We will now take up the United States Savings Bonds 
Division. There is no appropriation for this Division as the appro- 
priation is covered under the Bureau of the Public Debt. 

We are always happy, however, to have the Savings Bonds Division 
appear before us and tell us about their work during the year and their 
plans for the future. 


SERVICES OF MR. SHREVE 


We are very sorry to know that Mr. Earl O. Shreve, the consultant 
to the Treasury Department, who has been heading up the Savings 
Bonds Division, has decided to relinquish his duties. I think Mr. 
Shreve has earned his retirement. I believe he was retired once before 
and was called back from retirement to serve the Government in this 
field, which he has done exceedingly well, and now he has decided to 
retire for the second time. 

This committee, Mr. Shreve, appreciates the work you have done and 
wishes you well as you get some well-deserved relaxation and rest. 

Mr. Sureve. Thank you very much. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. We are also glad to have today, in addition to Mr. 
Shreve, his successor, Mr. John R. Buckley. 

Mr. Sureve. Would you like to have Mr. Buckley outline some of 
his background ? 

Mr. Gary. Yes, later. I notice, however, you are going to make 
the opening statement, Mr. Shreve. 

Mr. Sureve. Yes. Mr. Buckley is a little new. 

Mr. Gary. Very well. You may proceed, Mr. Shreve. 


GENERAL STATEMENT 


Mr. Sureve. Mr. Chairman and members of the committee, I ap- 
preciate very much the opportunity of coming before you today to 
present the program of the United States Savings Bonds Division 
for the fiscal year 1957. 





141 


The Treasury has been offering savings bonds for 21 years. The 
cash value outstanding on December 31, “ )55, of all series amounted 
to $58.5 billion, which represented 21 percent of the gross public 
debt on that date. Individual citizens owned more than $50 billion 
of the $58.5 billion total. Their holdings in E and H bonds alone 
were worth more than $40 billion, an all-time record. The increase 
since January 1, 1955, amounted to over $1.8 billion. 

The sales program has moved upward steadily for the past 3 years. 
Cash sales now are the highest in 10 years. Net sales in excess of 
redemptions are the best since 1949. A high rate of E bond reten- 
tion after maturity holds steady at around 70 percent. 


OBJECTIVES AND PLANS 


The sales program concentrates its promotional activities exclusive- 
ly to selling series EK and H savings bonds. Eligible buyers are indi- 
viduals and the trustees of personal trust estates created by indi- 
viduals for the benefit of individuals only. 

The program occupies an important place in Treasury’s debt man- 
agement policy. Widespread distribution of the public debt among 
individuals, helps promote economic stability and a sound dollar. 
The active growth of savings is a hard-hitting force against inflation. 
So savings bonds do more than promote thrift through regular sys- 
tematic savings out of current income. They help put the public 
debt on a sounder basis and give the American people a dollar with 
relative stability over the years 

The foundation stone of the sales program is the many thousands 
of patriotic, enthusiastic, public-spirited men and women who make 
up the volunteer sales corps. I cannot compliment them too much. 
The program receives another tremendous contribution—the donated 
support and volunteer cooperation from the Nation’s advertisers and 
all publicity and advertising media. Annually this contribution 
amounts to over $50 million worth of donated space and time in printed 
and broadcast media, including radio and television time, motion- 
picture exhibitions, newspapers, magazine, billboard, and transporta- 
tion. Equally generous, although not measurable in dollars, is the 
support savings bonds receives in news, editorials, and cartoon pages. 

Placed strategically over the country, the Division has a compara- 
tively small-paid sales and service force, which recruits, trains, and 
services the big volunteer sales corps. Paid staff members maintain 
liaison with advertising and publicity people, and assist them in their 
savings bond promotional activities. 

To keep the sales curve pushing upward, the Division will expand 
the sales effort in fiscal years 1956 and 1957. 


EXPANDING E AND H BOND SALES 
Acceleration of the sales effort will be keyed largely to securing 
increased assistance from important volunteer groups. Some planned 
promotional activities for fiscal years 1956 and 1957 follows: 


PAYROLL SAVINGS 


At the close of fiscal year 1955 more than 814 million workers were 
purchasing E-bonds regularly out of current income where they work 
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under the payroll savings plan. This popular way of selling bonds 
will be expanded. <A newly formed National Payroll Savings Com- 
mittee of leading businessmen, representing the major division of 
American business, will assist the Treasury ; also a new National Labor 
Advisory Committee consisting of representatives of all branches of 
organized labor. F urthermore, the National Association of Manu- 
facturers and other organizations, chamber of commerce, trade as- 
sociations, and so forth, will assist the Treasury in getting more sup- 
port for the payroll savings plan from the small employers of the 
Nation. 

A new approach to this popular and important payroll savings 
market will be introduced in the current ve: = A minimum rate of 
participation has been set for each of the Nation’s major industry 
divisions. An employer will be asked to achieve and maintain the 
minimum rate for his industry. This new approach was developed 
in an effort tostem attrition velocity due to normal employee turnover. 
It will benefit the employer, too, because after his firm reaches the 
established rate. there will be no need for annual drives to get new 
participants. Through the company emphasizing the benetits of the 
payroll savings plan in its e mployee indoctrination program, the em- 
ployee will be encouraged to sign up for E-bond purchases when he 
comes on the job. 

AGRICULTURAL PROGRAM 


Farm people are good savings bonds customers. According to the 
1955 balance sheet of agriculture the farmer increased his holdings of 
savings bonds about 8200 million over the previous year. Savings 
bonds represented $5.4 billion, or 28 percent of the total amount of 
his liquid financial reserves. 

During fiscal years 1956 and _ special sales messages will be 
directed to the farm population in harvest seasons for the different 
major crops. Agric oe al organizations and agencies will cooperate 
with the Treasury in these efforts. And more sales appeals through- 
out the entire year will be directed to the farmer, his family, merchants, 
bankers, and professional people in agricultural areas, through 
advertising, publicity, and other sales media. 


YOUTIL PROGRA SI 


The school savings program has been expanded tO enconipass chil 
dren of all ages, on a year-round basis, whether they are in school or 
out. instead of concentrating on the school-year only as heretofore. 
Wome - organizations, such as the General Federation of Women’s 
Clubs, National Congress of Parents and Teachers, Daughters of the 
American Revolution, American Legion Auxiliary, and other im 
portant groups, will prov ide the leadership for this program. It will 
be supported by radio, television, and motion pictures, featuring 
membership in thrift clubs. At the same time, stamp days in the Na 
tion’s schools will be vigorously promoted. 


BANKING AND INVESTMEN' 


As banks and other financial institutions of the Nation represent the 
largest outlet for savings-bond sales, a major effort of the program 
for fiscal years 1956 and 1957 will be devoted to increasing the fine 
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cooperation ‘Treasury receives from these institutions. Series of 
meetings with bank personnel will be held in metropolitan areas, in 
smaller cities and towns and important rural areas, so that all bank 
personnel will be acquainted with the many advantages of selling sav- 

ings bonds to their customers. In each State these meetings will be 
conducted in cooperation with the savings-bond committee of the 
American Bankers Association, 


ENCOURAGING OWNERS OF E BONDS TO HOLD THEM BEYOND MATURITY 


Ever since E-bonds commenced to mature in May 1951, the Treasury 
has been very successful in maintaining a high rate of retention after 
maturity. During fiscal vears 1956 and 1957 more than 54 million in- 
dividual pieces of H-bonds, worth about $5.5 billion, will reach ma 
turity dates. Through continuation of the intensive advertising and 
educational program, which urges owners to hold their E-bonds after 
inaturity instead of turning them in for cash, it is hoped that bond 
owners Will retain at least 70 percent of these bonds after due dates. 

To carry out the program IT have outlined, the United States Sav- 
ings Bonds Division is requesting $5,124,700 for the fiseal year 1957. 
This is $12,100 below the amount available for the current fiseal year 
s4,894,800 currently appropriated, plus $242,000 estimated as supple- 
mental requirement to cover the cost of pay increases provided by 
Public Law 94, 54th Congress. 

With your permission, | should like to present a few charts show- 
ing the current sales and redemption trends of series E and H bonds: 


E- AND H-BOND SALES AND REDEMPTIONS 


The first chart shows the series E and H sales trend since fiseal 
year 1947. 

The black line plots cash sales. You will notice in fiscal year 
1955 they amounted to $5.2 billion. That was the best year since the 
war-loan period, Sales surpassed 1954 peaks by 12 percent. 

The upward trend is continuing. To date in 1956, indications are 
the total for the year may amount to more than 385.5 billion. The 
redemptions are shown in red. They include E- and H-bonds turned 
in for cash prior to maturity as well as [-bonds redeemed after 
reaching maturity. Redemptions include earned interest on bonds 
retired, Hlere we see a moderately rising trend. This was expected 
as the heavy wartime bond purchas ses matured, and some owners 
redeemed their matured bonds to use the proceeds for long-term 
planned expenditures. 

The gap between the red and black lines is the net sales amount. 
In fiscal vear 1954, net sales were 8400 million; in fiseal year 1955, 
S700 million, nearly twice the amount of the previous vear, and the 
a rate would indicate $900 million more sales than redemptions 
in fiscal year 1956. Notice in fiscal year 1952 redemptions exceeded 
inte over S700 million. 

(The chart referred to follows:) 
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Mr. Gary. Mr. Shreve, on those redemptions shown on that chart, 
can you tell us — percentage of the redemptions are maturities? 

Mr. Sureve. I do not think we have that information. 

Mr. Gary. Will you insert that in the record, please ? 

Mr. Sureve. Yes. 

(The information furnished follows :) 


Redemption ratios, by fiscal years 


[Percent] 


yy to Maturity 
After maturity 


POU céccenn 


SALES OF CURRENT INCOME HI-BONDS 


Mr. Sureve. Chart No. 2 shows sales of series H alone, plotted by 
months, during fiscal year 1953, 1954, and 1955. This current-income 


companion to the E-bond was first introduced in June 1952. Note the 


ibstantial gains year after year—in fiscal year 1953 sales were only 


<360 million, or an average of $30 million ‘a month. The following 
year the amount stepped up to $665 million—S55 million average a 


nonth. In fiseal year 1955 H bond sales were $1,130 million, or a 
nonthly average of $94 million, 70 percent above the year previous. 
| was a little disappointed there because I had hoped they would reach 

monthly average of $100 million. We hope to lift fiscal 1956’s amount 

oher than that. 

(The chart referred to follows :) 





G OF CURRENT INCOME 
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MIL. $ FISCAL YEARS 1953 — 1955 
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SELLING BIGGER BONDS PROGRAM 


Mr. Sureve. Chart 3 shows what we accomplished in the first year 
of the selling bigger bonds program. The program was initiated in 
the latter part of fiscal year 1954. Now an important part of all payroll 
savings promotions includes encouraging people to buy bigger sized 
bonds. 

We see E and H sales in fiscal year 1954-were $4.7 billion; 23 percent 
was derived from $25 sales. In fiscal year 1955 sales Fa wis 
stepped up to $5.2 billion, and $25 bonds accounted for 20 percent of 
the total. 

On the right hand side of the chart we see sales by pieces in the 
sume years. In 1954, 85.4 million individual pieces of E- and H-bonds 
were sold and 67 percent of the total pieces was $25 size. In fiscal 
year 1955 when sales increased more than one-half billion dollars over 
the previous year, the total number of individual pieces placed 
mounted to 85.3 million, of which 65 percent was $25 bonds. 

So, while E- and H-bonds produced a substantially higher dollar 
volume in fiscal year 1955, a smaller number of bonds were sold. The 
s25 denomination sales were 1,700,000 pieces under the 1954 total. 

I have come to the conclusion that we are never really going to make 
a dent in that particular effort that is going to be significant in the 
reduction of our cost of operation. I am convinced we have to find 
some way of reducing the cost of handling the bonds so that we can 
more nearly break even. Intensive research is going on at the present 
time along that line, and I really believe, Mr. Kilby, this year will 
show some real progress. 

Mr. Kinsy. Iam confident it will. 

(The chart referred to follows :) 
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COST OF ILANDLING BONDS 


Mr. Gary. Do you have any estimate of how much it costs to handle 
. $25 bond ? 

Mr. Kirtsy. When Mr. LePage, who was representing the House 
Appropriations Committee, was visiting us last year he asked that 
question, and we told him it costs an average of 36. 6 cents for handling 
each individual bond from issuance to retirement and destruction, and 
the average cost is the same whether it is a $25 bond or a $1,000 
hond. 

Mr. Gary. Off the record. 

( Discussion off the record.) 


RETENTION OF MATURED E-BONDS 


Mr. Sureve. Another important part of the sales job is to persuade 
owners of matured bonds to hold onto them after maturity, not to turn 
them in for cash when they come due. 

— chart 4 we see the achievement from May 1951 to December 

19,900 million E-bonds have come due, 6 billion were paid otf 
In ¢ ak and 13,900 million ($7 out of every $10) was being held. 

We feel that is a very satisfactory picture, because there are 13,900 
million of bonds that virtually have been sold without effort, and I 
think Congress did a wonderful job when they passed that law mak- 
ing an automatic 10-year extension. 

On December 31, 1955, matured E-bonds outstanding had a cash 
value of 14,600 million. These bonds had earned an additional $658 
million in interest so far in their extended life. 

(The chart referred to follows :) 
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OWNERS HOLD *14.6sn. 
MATURED E BONDS 


AMOUNT 
* MATURED THRU 
DEC .1955.. 19: IL. 


REDEEMED Att 714.6511, 
am RNIN 6 CC 


RETAINED _. 


* 10 YEAR MATURITY VALUE 


CASH VALUE OUTSTANDING E AND H BONDS 


Mr. Sureve. Chart 5 shows the cash value of E- and H-bonds out- 
standing at the close of fiscal years 1946-55, and at the end of second 
quarter 1956. 

Here we see on December 31, 1955, the cash value of E- and H-bonds, 
all of them owned by individuals, amounted to over $40 billion—the 
peak of all times. So the people owned nearly 914 billion more than 
at the close of the war loans. 

Gains in cash value are made up of the net margin of sales in excess 
of total redemptions plus the interest accruals. 
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The black area indicates the amount of matured E-bonds held at 
the close of each of the past 4 fiscal years and on December 31, 195! 
On that date 14,600 million, or more than one-third of the 40,100 sail 
lion outstanding was held in bonds 10 years of age and over. 

(The chart referred to follows:) 
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Mr. Sureve. To summarize: 

The amount of E- and H-bonds outstanding in the hands of the 
people is at the all-time record. E and H c: ash sales are the best 
in 10 years. Net sales in excess of redemptions are the highest since 
1949. And $7 out of every $10 matured E-bonds are being retained 
by their owners beyond maturity under the automatic extension pro- 
gram voted by Congress. 

One thing that I must say in passing—and it is a keen disappoint- 
ment to me—is that we do not have the savings bonds payroll savings 
plan in the Congress. It would be wonderful if you could do some- 
thing about starting such a plan in Congress. 

Mr. Gary. I am ready to sign up today. 

Mr. Sureve. I think a man like yourself and others similarly sit- 
uated who are buying bonds back home would find that it would be 
a convenience to you, too. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Sureve. I welcome this opportunity of appearing before this 
committee again because I want to say very frankly and very sincerely 
I have had a lot of pleasure in meeting with you men here and you 
have been of more help to us than perhaps you realized. Your sug- 
gestions and your enthusiastic interest in the program have gone a 
long way to help us do a better job, and I thank you very, very “much, 

Mr. Gary. Mr. Shreve, the committee is very glad to get your 
report and I assure you it has been a pleasure for us to work with 
you. 

Mr. Sieminski was called out of this committee to act as chairman 
of another committee of which he is a member and which is in meeting 
at this time. He asked me to express to you on the record his com- 
pliments for the work that you have done and his best wishes for you 
personally in your retirement; and also to pay his respects to Mr. 
Buckley, the incoming Director. 


BIOGRAPHICAL SKETCH OF MR. BUCKLEY 


Mr. Buckley, it is customary in this committee when a new person 
takes over a position of this kind to have him place a short biography 
in the record for the benefit of the Members of Congress so that they 
may know just what his background and qualifications for the posi- 
tionare. We will appreciate it if you will give us a short biographical 
statement at the present time. 

Mr. Buckiey. Mr. Chairman, may I first, if it is in order, be privi- 
leged to thank my predecessor, Mr. Shreve, for making this presenta- 
tion for me in view of my 36 hours’ incumbency as his successor. 

Mr. Gary. You can thank him for that but I will tell you right now 
he has set a very high record for you to live up to and you might not 
be so thankful when you try to live up to his record. 

Mr. Bucxxey. I have said that elsewhere. 

Mr. Sureve. We feel very fortunate to have Mr. Buckley head the 
Division. 

Mr. Bucktiey. I was born in Iowa, educated at the University of 
Chicago. Shortly after college I was in the Army, on the border in 
1916 and subsequently in the First World War in the artillery. After 
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the war I was with the Review of Reviews Co. in Chicago, later the 
Conde Nast organization. 

I left there and spent 5 years in sales-management work with the 
Beaverboard Co. and subsequent to the sale of that corporation came, 
approximately 29 years ago, with the Hearst Corp. which, as you 
know, is the largest communications organization in the world. Up 
to the end of this year I have been in the magazine side of that busi- 
ness. I was originally publisher of Cosmopolitan magazine and then 
for 14 years I was business manager and publisher of Good House- 
keeping magazine. About a year ago I became general advertising 
director and member of the board of directors of all publications of 
the Hearst Corp. here and abroad. 

I have been associated with the better business bureau movement, 
being currently a director of the National Better Business Bureau and 
the former chairman of the Association of Better Business Bureaus, 
which is composed of 100 different local bureaus. 

I have been a director of the Periodical Publishers Association and 
chairman of the advertising committee of the Magazine Publishers 
Association. In that connection, for the last 214 years it has been 
my privilege to work with the Bond Division. I had the cooperation 
of 600 magazines throughout the country and that, I think, has gotten 
me in this work. 'The- publications have made a great contribution 
and I certainly shall hope that that will continue, and that I can use 
my position to advantage in keeping in their minds now more than 
ever the existence of the bond business and our need for not less but 
considerably more of their cooperation in the way of space for adver- 
ising savings bonds. 

I therefore have come with enthusiasm for and a certain broad 
appreciation of the bond program. Little do I know about its detailed 
operation, but I assure you I regard it as one of the finest things in 
the whole business of government and in the whole American scene. 
I come enthusiasticaly into it and I think, if I may modestly say so, 
with a certain experience in sales and advertising problems, which I 
think is the essence of this enterprise, which is “primarily a selling 
operation. 

Mr. Sureve. Mr. Chairman, Mr. Buckley had about a year and a 
half to go before his retirement, 2nd the Hearst publications were 
good enough to make it possible for him to retire to take this posi- 
tion at the end of my incumbency. 

Mr. Buckiry. I am embarrassed ; I didn’t mention that, but pleased 
no end that you mentioned it, because they did do that. Thank you. 

Mr. Gary. Mr. Buckley, this field offers a fine opportunity for pub- 
lic service and we welcome you to it. I assure you this committee 
stands ready to assist you in any way it can in the discharge of your 
duties, because we recognize this is one of the important functions of 
our Government at the present time. 

Mr. James. I would like to use a minute or two in the discussion 
of the suggestion of putting Members of the Congress on a payroll- 
deduction plan to buy bonds. I think it might be off the record. 

(Discussion off the record.) 

Mr. Murray. I just wanted to add my congratulations to Mr. 
Shreve for his very fine service to the Government. 

Mr. Sureve. Thank you very much. 
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Mr. Murray. And extend him my best wishes for a happy retire- 
ment. 7 
I should also like to extend my best wishes to the new National 


Director, Mr. Buckley. 
Mr. Buckiry. Thank you, sir. 
Mr. James. In that I join. 


WORKLOAD TABLES 


Mr. Gary. Mr. Shreve, I wish you would have the workload tables 
of the Savings Bond Division which appear on pages 162 and 163 of 
the 1956 hearings brought up to date and inserted in the record at 


this point. 
Mr. Sureve. We would be glad to do that. 


(The information is as follows:) 


WORKLOAD OF Savinas Bonps DIviston 


TaBLE I.—Volume of savings bonds issued and retired 


In millions of pieces] 


matured 
Matured 

Within 1 year 

After 1 ! 


Potal 


Other series 
{ ured 
“dd 


Mature 
Potal 


Total redemptions 
Other retirements (claims, reissues, 


Total retirements 
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TaRLE 2.—Volume of work classified by major functions within each participating 
organization 


[In pieces] 
1955 actual | 1956 estimate 1957 estimate 


Post Office Department 











Savings bonds sold 400, 000 4100, 000 
Savings stamps sold 90, 000, 000 90, 000, 000 
Savings bonds certified for payment 200, 000 200, O00 
Federal Reserve banks 
Issue stubs and spoiled bonds accounted for 84, 341, 548 &7, 025, 000 90, 050, 000 
Original issues by banks 10, O80, 787 12, 200, 000 12. 800, 000 
Bonds received and released in safekeeping 2, 306, 228 S58, O00 RAN. (MM) 
Bonds received and delivered on reissue and replacement 5, 570, 268 5, 400, 000 5. 400, 000 
Paid bonds processed 94, TAS, 328 91, 900, 000 &7, 300, 000 
A-F, J, and matured G bonds redeemed by banks 3, 163, 286 3, 100, 000 2, 900, 000 
Bonds redeesred by banks (other series 536, 822 525, 000 5M), OOO 
Bonds redeemed by op Wing agents on fee basi SS, 191, 806 S&S, YOO, O00 83, 800, O00 
Bureau of the Public Debt 
Kegistration stubs functioned on issue 0, 749, 765 101, 427. 611 
Retired bonds processed 97, 830, 019 93. 308. 538 
Service functions 
Ponds functioned (forwarding iten 2909, 602 296, 500 206, 500 
Interest checks issued 7. 607, 242 7, 400, 000 7. 400, 000 
Registration released (bones functioned 1, 052, 199 800. OOO 783, 000 
Claims cases functioned 81, 395 8&2, 100 82. 100 
General inquiry cases functioned 116, 964 114, 000 114, O00 


TABLE 3. Cost of handling the volume oj work classified by major functions within 
each participating organization 


1955 actual | 1956estivrate | 1957 estimate 


Post Office Department 





Savings bonds sol $113, 989 $118, 800 $118. 800 
Savings sta’r ps sold 603, 276 596, 200 5G, 200 
3 Savings bonds certified for payment 8, 735 10, 000 10. O00 
Total Post Office Department 726, 000 725, 000 725. O00 
Federal Reserve banks 

Issue stubs and spoiled bonds accounted fo 2, 141, 892 2, 174, 700 2, 242, 600 

Original issues by banks 1, 452, 342 1. 554. 000 1. 628. 100 

Bonds received and released in safekeeping 396, 316 259, 200) 250. 2K 

Bonds received and delivered on reissue and replacement 1, 446 1, 401, S00 1, 401, 800 
Paid bonds proesssed 1, 242, 25 1, 138, 300 1, 093, 600 

A-F, J, and matured G bonds redeemed by banks 1, 284, 175 1, 273, 900 1, 193, 600 

Bonds redeemed by banks (other series 423, 336 479, 100 $62. 100 
Bonds redeemed by paying agents on fee basis 10, 448, 563 11, 025, 000 10, 612, 000 

Total Federal Reserve banks 19, 445, 571 19, 306, 000 18, 893. 000 

Bureau of the Publie Debt 
F Registration stubs functioned on issue 5, 211, 296 5, 648, 653 fi, 124, 660 
; Redeen ed bonds processed 3, 801, 103 3, 938, 245 3, S07, 59 
‘ Service functions 

Bonds functioned (forwarding items 704, 212 696, O16 693, 774 

’ Interest checks issued 1, 205, 686 1, 203, 957 1, 202, 618 
. Registration released (bonds functioned) 163, 388 166, 361 173. 718 
Claims cases functioned O61, 565 092, 880 Q&4. 93 

General inquiry cases functioned 975, 961 975, 351 974, 039 

Total servicing 4,010,812 4,034, 565 4, 020, ORY 

Total Bureau of the Public Debt 13, 113, 211 13, 621, 463 13, 961, 318 

Grand total 33, 284, 782 33, 652, 463 33, 579, 318 


Mr. Shreve, I suppose you will insert the charts, the same as was 
done last year ¢ 

Mr. Sureve. Yes, sir: the same as last year. 

Mr. Gary. Thank you, sir. It has been a pleasure having you 
before us. 

Mr. Sureve. Thank you. 

Mr. Buckiry. Thank you, Mr. Chairman. 
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THURSDAY, JANUARY 19, 1956. 


BUREAU OF THE MINT 


WITNESSES 


WILLIAM H. BRETT, DIRECTOR OF THE MINT 

LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
FREDERICK W. TATE, CHIEF ACCOUNTANT 

BEN C. HOLLYFIELD, ASSISTANT CHIEF ACCOUNTANT 
WILLARD L. JOHNSON, DEPARTMENTAL BUDGET OFFICER 


SALARIES AND EXPENSES 


Program and financing 


1955 actual | 1956 estimate | 1957 estin 


Program by activities | 

1 fanufacture of coins (domestic $1, 617, 674 $1, 403, 000 

2. Processing deposits and issues of monetary metals and 
coins 833, 963 825, 000 
3. Protection of monetary metals and coins 716, 324 720, 000 
4. Refining gold and silver bullion 538, 007 475, 000 
Executive direction 3 125, 237 127, 000 
». Equipment acquisitions 109, 196 504, 814 


Total costs 3, 940, 401 4, 054, 814 
Relation of costs to obligations: Increase or decrease ( 
in selected resources available for application to future 
activity costs ; ; 430, 677 —404, 814 


Total obligations... ‘ " a pain 4, 371, 078 3, 650, 000 3, 650, 


Financing: Appropriation (adjusted iid 4, 371,078 | 3, 650, 000 | 3, 650, 01 


Obligations by objects 


Object classification 1955 actual | 1956 estimate | 1957 estin 


Total number of permanent positions 773 658 | 
Average number of all employees : ‘ y 735 644 
Number of employees at end of year_-- ; 667 


Average salaries and grades: 
General schedule grades 
A verage salary 4, 845 $5, ¢ 
A verage grade i : 
Ungraded positions: Average salary : $4, 0 $3, § 


Personal services 
Permanent positions . sisi . 3, 242, $2, 936, 900 | $2, 948, 401 
Regular pay above 52-week base > . - 9 722 11. 306 1..<«. 
Payment above basic rates < : oh 55, 480 59, 600 59 


Total personal services ; ; 21 015 3, 008, 000 3, 008 
Travel . . : : 27, 653 30, 000 30, OO 
Transportation of things ; ,3l9 7,000 7 
Communication services R11 20, 000 20, Of 
Rents and utility services___-.- eee 99, 77 200, 000 200, ( 
Printing and reproduction. _- }, S48 6, 500 6, 504 
Other contractual services 34, 478 25, 200 25, 21K 

Services perfor ned by other igencies 2, 760 2, 800 2, Si) 
Supplies and materials . 269, 782 240, 000 240, 000 
Equipment a a 425, 537 100, 000 100, 0 
Refunds, awards, and indemnities / a 16, 126 10, 000 10, Of 
Taxes and assessments om , 278 500 500 


Total obligations penasces a ‘. , 078 | 3, 650, 000 | 


3, 650, 00 
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Budget authorizations, expenditures and balances 


1955 actual | 1956 estimate | 1957 estimate 


RUDGET AUTHORIZATIONS AVAILALE 
Appropriation ‘ pnaeretsean ; i ‘ $4, 450, 000 $3, 650, 000 $3, 650, 000 
Transferred to 
“Salaries and expenses, White House police, United 
States Secret Service’’ (68 Stat. 800) —62, 000 
“Salaries and expenses, Internal Revenue Service’ (69 
Stat. 240) iz sasnaees —16, 922 


Adjusted appropriation 1 
Obligated balance brought forward 


‘ 


1, 078 3, 650, 000 3, 650, 000 
1, O41 782, 469 216, 969 


3 
9 
Total budget authorizations available__. 4, 622,119 , 432, 469 3, 866, 969 


EXPENDITURES AND RALANCES 


Expenditures— 
Out of current authorizations. _- : 199 | 3, 3, 440, 000 
Out of prior authorizations G82 75, 210, 000 


Total expenditures 5 d 181 , 215, 5 3, 650, 000 
Balance no longer available (other than unobligated, expiring 
for obligation) 4169 
Obligated balance carried forward 2, 469 


Total expenditures and balances > — , 622, 119 


Mr. Gary. The committee will come to order and we will consider 
this morning the requests of the Bureau of the Mint, for which the 
the appropriation for 1956 was $3,650,000 and the estimate for 1957 
is the same. 

We have with us Mr. William H. Brett, the Director of the Mint. 
We will be very glad to hear from you at this time, Mr. Brett. 


GENERAL STATEMENT 


Mr. Brerr. Mr. Chairman and members of the committee, the 
activities of the Bureau of the Mint include the manhfacture of coins; 
the receipt of deposits of gold and silver bullion; the safeguarding 
of the Government’s holdings of monetary metals and coins; and the 
refining of gold and silver bullion. The present mint organization 
consists of three mints, located at Philadelphia, Denver, and San 
Francisco; an assay office at New York City; bullion depositories at 
Fort Knox and West Point; and the Office of the Director in 
Washington. 

Major organizational changes effected during the past year resulted 
in the closing of the assay office at Seattle, and the discontinuing of 
coinage operations at the San Francisco Mint, in March 1955. All 
facilities at Seattle have been disposed of and the premises released 
for use by other Government agencies. At San Francisco, coinage 
equipment has been inactivated, and consideration is not being given 
to further coinage operations at that location. 

The appropriation requested for mint operations ,during the fiscal 
vear 1957 amounts to $3,650,000, which is the saime amount that 
was appropriated for the fiscal year 1956, 
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COINAGE PROGRAM 


Coinage production is the major activitv of the mint. Coins are 
requisitioned from the mint by the Federal Reserve banks and branches 
in quantities required for the many types of business transactions 
throughout the country. The demand for coins is subject to extreme 
variations which are sometimes practically unpredictable. At the 
time of the hearing before this committee a vear ago, it was reported 
that the coin demand had declined and various tvves of actions were 
being taken by the mint to effect personnel reductions, and to curtail 
coinage production. At the end of the fiscal vear 1955, the inventory 
of coins in the mints amounted to 384 million pieces. 

The coinage picture has now been completely reversed, and for the 
past several months the banks have been requisitioning coins from the 
mint in greatly increased quantities. In an effort to keep pace with 
the much larger demand, the mint diverted all possible facilities to 
increased production including employment of extra-shift and over- 
time operations. 

Coinage vroduction during the first 6 months of fiseal 1956 amounted 
to 683 million coins, which, added to the onening inventory of 384 
million, amounted to a total of 1.057 million which were available for 
deliverv during the first half of the vear. Deliveries of coins to the 
Federal Reserve banks during the same period amounted to 1,019 
million coins, and the total inventorv of coins in the mints was reduced 
to 48 million pieces on December 31, 1955. It is interesting to note 
that the quantity of coins delivered during the first 6 months of fise9] 
1956, amounting to 1,019 million nieces, was considerably in excess of 
the quantitv delivered during the entire fiscal vear 1955, which 
amounted to 941 million pieces. 

The coinace program included in the budeet request for fiseal 1957, 
calls for production of 900 million coins. Tt is contemnlated that all 
coins will be manufactured at the Philadelphia and Denver Mints 
with no coinage operations at San Francisco. If the present demand 
continues, and there are no indications at this time to the contrary, 
it is obvious that the mint will be hard pressed to fill all requisitions 
from the banks. This situation is receiving serious consideration, and 
a continuing effort is being made to produce as many coins as possible 
with available funds. 

With the anproval of this Committee. an equipment modernization 
proeram was undertaken for the Philadelohia Mint late in the fiscal 
vear 1955. The vrogram objective is to bring coinage operations at 
the Philadelnhia Mint more in line with those at Denver, where 400- 
pound ingots are now processed mechanically. Under present opera- 
tions, Philadelphia is processing 30-pound ingots manually. The 
new vrovram provides for mechanical handling of 275-pound ingots 
at Philadelphia, with substantial reductions in operating costs. 

Contracts have heen let for apnroximately 65 percent of the total 
estimated cost of this project, and it is hoped that funds will be avail- 
able this vear for the major items not yet purchased. Certain delays 
have been encountered in this program due to the extensive damage 
which eccurred to the prime contractor’s plants during the New 
Eneland floods last vear. Although it is not at all certain at this 
time when the equipment will be completely installed, every possible 
effort is being made to have it in operation during the fiscal vear 1957 
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in order that additional coins can be produced with the funds included 
in this request. 
OTHER ACTIVITIES 


The otber activities of the mint include the receipt of deposits of 
cold and silver bullion, protection of monetary metals and coins, 
refining of gold and silver bullion, and executive direction. With the 
exception of refining, these functions are expected to continue at the 
same general level during the fiscal years 1956 and 1957. 

For some years the mint has followed the practice of shifting 
refinery pe ‘rsonnel to coinage production when the coin demand is heavy 
and moving employees back into the refine ‘ry when the demand for 
coins falls off. During the fiscal year 1955, the demand for coins was 
not great and electrolytic refineries were operated at both Denver and 
oan Francisco. Because of the increased demand for coins at the 
beginning of the fiscal year 1956, the Denver refinery was not opened 
and refinery employees at that plant were assigned to the coinage 
program, which enabled the mint to step up production considerably. 

The electrolytic refinery at the New York Office has been closed for 
several vears, and refinery employees at that plant have been engaged 
In a large- scale silver-melting program for another Government 
agency, on a reimbursable basis. It is now expected that that pro- 

cram will be completed within the next several weeks, and operation 
of the electrolytic refinery at New York is therefore being resumed 
during the latter half of fiscal 1956. Funds are included in the appro- 
priation requested for 1957 for operation of two refineries; this will 
include operation of the electrolytic cells at New York and refinery 
operations at San Francisco or Denver. 


OTHER FACTORS 


Extensive reductions 1n personnel have been effected in the Mint 
Service during the past vear. The closing of the Seattle Assay Office, 
and discontinuing coinage operations at the San Francisco Mint, 
eliminated 74 positions. Reorganizations at other mint offices, to- 
vether with continuation of the policy of nonfilling of vacancies, 
iccounted for 110 other positions. 

Employment in the Mint Service on December 31, 1954, amounted 
io 865 emplovees; the total on the rolls as of December 31, 1955, 
amounted to 681, or a total reduction of 184 emplovees. In connec- 
ion with the elimination of positions, a number of supervisory and 
other positions were reclassified downward. These actions were 
necessitated by a reduction in the mint’s appropriation, which was 
related in part to the decline in the coin demand last vear, from 
$4,450,000 for fiseal 1955, to $3,650,000 in fiscal 1956. The substantial 
savings realized from the personnel cuts will permit the mint to absorb 
ihe cost of salary increases to per annum employees, which were ap- 
proved by the Congress under Public Law 94. The mint is not re- 
questing a supplemental appropri ition for fiscal 1956, for that purpose. 

Wage increases for the mint’s “blue collar’ workers are again in 
prospect. Wage surveys now under way indicate that the cost of 
wage increases will amount to approximately $60,000 in fiseal 1957. 
No provision is made in the appropriation requested for that vear to 
cover this cost. 


72073—56——11 
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An amended lend-lease agreement between the Department of 
State and the Netherlands Government calls for the return of 
million ounces of lend-lease silver which contains large quantities o{ 
copper alloy. This silver-copper alloy can be used in the production 
of subsidiary silver coins. The agreement provides that the mint 
will pay for the copper content not later than August 1, 1957. Pay- 
ment was made for the copper received last year from the mint’s 1955 
appropriation, and by sale to a foreign government in silver coins 
made for them. The balance of copper to be paid for in fiscal 1956, 
1957 and 1958 amounts to approximately $500,000. With = the 
exception of possible sales to foreign governments, 1t does not appeai 
that funds will be available for this purpose in 1956, and the request 
for 1957 does not include funds for the purchase of copper in excess of 
normal requirements. In view of our purchase of this large supply of 
copper, we are requesting legislation to permit payment for alloy 
copper for subsidiary coins from the silver profit fund. 

Mr. Gary. Thank vou, Mr. Brett. 


SALARIES AND EXPENSES 
BUDGET JUSTIFICATION DATA 


We will insert pages 249, 250, and through the table on page 251 
of the justifications at this point in the record. 
(The matter referred to follows: ) 


Analysis of appropriation base for fiscal year 1957 


{egular appropriation, 1956 act $3, 650, 000 
Supplemental appropriation for 1956 


Total appropriation, 1956 1 3, 650, 000 
Deductions: 
Activity No. 1, manufacture of coins (domestic) 
Additions: 
Activity No. 1, manufacture of coins (domestic) 


Adjustment in base (net) 


Appropriation base for 1957 3, 650, 000 
Increase over appropriation base for 1957 


Appropriation estimate for 1957 : i 3, 650, 000 
Increase or decrease from total appropri: ation, 1956 - - 


1 No supplemental is anticipated for 1956, to cover the cost of authorized pay increases. 
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Comparison of appropriation base with appropriation estimate for 1957 





Appropriation base Appropriation esti- I , 
- opp ” ncrease or decrease 
| for 1957 mate for 1957 7 
Activity | —_——— ——-- — ————q— ——_ 
Average Average Average 
, ee mour Amot : Amount 
| Positions Amount | jositions | “™°UNt | positions 
1. Manufacture of coins (domestic) _ | 259 | $1, 403, 000 SO) Sa MORON occ ok slcoacsccs. - 
2, Processing deposits and issues of 
monetary metals and coins _- 153 &25, 000 153 BE io duaddcadalascwetase 
Protection of monetary metals 
and coins | 33 720, 000 133 720, 000 
1. Refining gold and silver bullion SS 475, 000 RR 475, 000 
Executive direction ; ll 127, 000 1] 127, 000 
6. Equipment acquisitions and net | | 
change in selected resources. ---|_- é 100, 000 Be RN Fee o acnhca baeece aun 
Total nitaamdawe aden 644 3, 650, 000 644 EE baw bcacadnalsuacndananiee 
\djustment in base (net) Vids Oe cinch bier ab Rint erin sie ae nti ne aire dei sie 
Total appropriation, 1956, and 
appropriation estimate for 
De adecicowweaae ae s 644 3, 650, 000 644 Tie I teas s weris hve caine 


GENERAL STATEMENT 


The appropriation for the Bureau of the Mint finances the manufacture of 
coins; the receipt of deposits of gold and silver bullion; the safeguarding of the 
Government’s holdings of monetary metals, including coins in processing stages 
intil finished and issued; and the refining of gold and silver bullion. Coinage 
ints are located at Philadelphia, Denver, and San Francisco; and an assay 
office is at New York. A gold-bullion depository is located at Fort Knox; and a 
silver-bullion depository, which operates as an adjunct of the New York Assay 
Office, is at West Point. 

An active management-improvement program has been primarily responsible 
for reducing the need for funds to $3,650,000, the amount requested for 1957. 
This is the same amount that was appropriated for 1956, and $800,000 less than 
the amount originally appropriated for 1955. Economy actions taken by the 
sureau of the Mint to bring operating costs within the lower amount will also 
vermit absorbing salary and wage increases, which will cost $160,000 in fiscal 1956. 
Therefore, no supplemental appropriation for 1956 is being planned to cover the 
cost of these increases. 

Under the terms of an agreement between the State Department and the 
Netherlands Government, 52,400,000 fine ounces of lend-lease silver are being 
returned to the United States in the form of bars and coins containing approxi- 
mately 1,600,000 pounds of copper. The agreement provides that the mint will 
pay for the copper at the market price at the time of receipt, and that the total 
amount due will be paid by August 1, 1957. During the fiscal year 1955 the mint 
received about 400,000 pounds of that copper, and incurred obligations for that 
imount against the 1955 appropriation. A portion of the copper was sold to a 
foreign government in silver coins manufactured for them. ‘There still remains 
a total of approximately 1,200,000 pounds of copper to be received and, based on 
the current market price, the additional amount to be paid from the appropria- 
tions for 1956, 1957, and 1958 will be about $500,000. The appropriation for 
1956 and the request for 1957 do not include funds for the purchase of copper in 
excess of normal requirements. However, it is planned to make payments for 
additional amounts of Dutch copper from savings, if any, or through sales to 
foreign governments for manufacture into coins. 

The mint’s budget is presented on an accrued cost basis, reconciled in total 
with obligations, in order to correctly report the actual cost of the manufacturing- 
type operations. Costs are applied on the basis of actual use of resources for 
the various activities, and full consideration is given to changes in stores, work- 
in-process inventories, and other pertinent asset and liability accounts. Mint 
revenues are deposited into the general fund of the Treasury, and an annual 
appropriation is requested for operating expenses. Revenues for the fiscal year 
1957 are estimated at $27,300,000, as compared with the appropriation of 
$4,650,000 requested for that vear. 
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EXPLANATION OF LANGUAGE CHANGES 


A change in the language of this appropriation is requested to remove authority 
contained in the 1956 act for purchase of one passenger motor vehicle and to 
eliminate the provision for purchase of arms and ammunition, pursuant to th: 
act of June 1, 1955 (Public Law 57, 84th Cong., 1st sess.). 


Analysis of appropriation base 


Net change in base, 
Adjustments in base increase (+) 


crease (—) 


Appropriation allo- 
cation for 1956 


Activity 


| | | 
| Average | | Reduc- saa rag 
Amount | Reduc- | 4 aaitions | Average 


positlons | tions | ” | positions Amount 


Manufacture of coins (domestic 259 | $1, 403, 000 

2. Processing deposits and issues of 
monetary metals and coins 53 | 825, 000 

. Protection of monetary metals 
and coins 3 720, 000 
Refining gold and silver bullion 475, 000 
Executive direction 127, 000 

6. Equipment acquisitions and ne 

change in selected resources ei , 000 


Total . §, 650, 000 


STATUS OF EQUIPMENT MODERNIZATION PPOGRAM FOR PHILADELPHIA 
MINT 


Mr. Gary. The committee will recall that last year the representa- 
tives of the mint appeared before our committee and suggested that 
they would like to undertake an equipment modernization program for 
the Philadelphia Mint. They thought they could pay for that program, 
at least the beginning of it, out of the funds that had been appropriated 
by the committee. They therefore did not ask for additional funds 
but asked for the approval of the committee to use the funds for that 
purpose. The approval was given by the committee. 

The committee had previously visited both the Philadelphia and 
the Denver Mints, and had observed that, because of the improved 
machinery in the Denver Mint, it was possible to manufacture coins 
there at much less expense than in the Philadelphia Mint. The pur- 
pose of the modernization program in the Philadelphia Mint was to 
bring the cost of producing coins there more in line with that of the 
Denver Mint. 

Frankly, the chairman of this committee had some doubts as to 
whether the building itself at Philadelphia was adapted to a moderni- 
zation program such as had been outlined to the committee, but the 
chairman feels that matters of technical opinion such as this should 
be left largely to the departments. However, in order to satisfy 
himself, the chairman did go to Philade +< during the recess of the 
Congress for the purpose of visiting the Phil adelphia Mint. I did 
not feel at that time it was necessary for the entire committee to go, 
but I did notify the members of the committee and told them that if 
they desired to be present we would be very glad to have them. 
It so happened that Mr. James, who lives close to Philadelphia, 
did meet the chairman and the staff assistant assigned to this sub- 
committee, in Philadelphia, and we went through the mint. 

I will say to vou, Mr. Brett, that we were very well received and 
very graciously treated while we were there. They carried us through 
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the entire mint and, while from our observation it appears it will be 
necessary to make some makeshift arrangements in order to overcome 
some of the handicaps of the building, I personally was convinced 
that the modernization program can be carried out with profit to the 
Government. While some features of the modernization are not 
very desirable, at least it can be done and at a saving to the 
Government, 

I was very happy to see that the work on the modernization program 
was progressing and that it does bid fair to modernize the plant to 
some extent and give us a cheaper production of coins. 

Will vou tell us something of the status of that program at the 
present time? 

Mr. Brerr. We have gone ahead with what funds we had available, 
and we are in a position now of placing some of the additional con- 
tracts. Dr. Howard has the exact figures on that. 

I might say I do not think it has ever been presented to you that 
we in the mint felt we were setting up an ideal establishment. 

Mr. Gary. I understand that. 

Mr. Brerr. It was a makeshift arrangement on our part but we 
felt the investment was justified by the savings we could make. 

Mr. Gary. I agree with you. Having gone through it, I could not 
help but question how well the present building could be adapted to 
the modernization program. I am frank to say I was surprised from 
the inspection to find that while it will not be an ideal setup it will 
be a very satisfactory one. 

Mr. Brerr. I think so. 

Mr. Howarp. In the last fiscal year, 1955, we obligated $355,940 
in connection with the Philadelphia project, as follows: 

A breakdown and a rundown mill, $251,250. That covers our old 
mills that are being rebuilt. 

A finish mill, $76,325; a slitter, $24,265; roll-changing equipment, 
$4,100. 

In fiscal 1956, after the beginning of the year, we obligated $83,653, 
as follows: 

Mold tables and molds, $68,675; a hoist, $14,978. 

The total obligated on that project so far is $439,593. 

When the coin demand picked up we had to change our plans some. 
We spent some extra money for overtime and we have hesitated to 
vo further at this time until we review the coin picture. We want 
to see whether or not after the Christmas rush many coins come back 
into the banks. But it is our plan at the present time to go ahead 
and obligate funds for most of the remainder of this equipment and 
try to get it in as early as possible and to more or less run the risk 
of the coin demand being somewhat quieter during the coming 6 
months. Normally the coin demand is quieter in the 6 months after 
Christmas than in the 6 months preceding Christmas. 

We are in the process now of ending up negotiations with companies 
that are in the material handling equipment field. The success of this 
project will depend on the material-handling equipment from the mill 
to the plant, and we have some of the best available companies in that 
field working on that. 
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COSTS OF MODERNIZATION PROGRAM 


We told you when we were here before it would cost from $575,000 
to $600,000. It may run more for this reason: There were some items 
we counted on getting from the General Services Administration in 
the way of building changes that they feel are not repairs, and strictly 
speaking they are not. ‘One is a water cooling system. Another is 
a platform that has to be built. They feel that goes with the project 
as a modernization project and not as a regular repair. We are 
debating that with them and hope they can see their way clear to go 
along with us, and if they do, our part will run about what we esti- 
mated it would run. If not, it will run about $100,000 more. 

You will recall when we were down here asking your approval to 
do this that I mentioned that over a period of years we have tried to 
build a new mint, first in the central part of the United States and 
then in Philadelphia, and this was sort of a last course not to spend 
too much money and yet to bring cost in line. Last evening I was 
reading the hearings of last year before appearing here this morning, 
and after reading Mr. James’ support for a new mint, I wondered if 
we did not make a mistake. We —— would have liked to have 
had a new modern mint, and Mr. James was all for it. 

Mr. James. I still am. 

Mr. Gary. I think it is highly desirable, but in view of the present 
fiscal situation of the Government and the continuation of the heavy 
defense expenditures, and since this plant can be modernized to 
some extent without such a large expenditure, I personally felt it 
should be done. I doubted it for a while, but after my visit there | 
think your judgment is right because I think it would have been a 
long time before you would have gotten a new mint, and I think these 
improvements will mere than pay for themselves before that time 
arrives. 

Mr. Howarp. I think they will. 

Mr. Brett. I think if in the next 10 years a new mint should be 
built, a good deal of the equipment being put in, this new machinery, 
would not be lost because it could be transferred to the new mint. 

Mr. Gary. Because the equipment vou put in there now is modern 
equipment. 


Mr. Brerr. Very. 
COMPLETION DATE OF PROJECT 


Mr. Gary. When do you contemplate you will complete this 
project? 

Mr. Howarp. We hope if possible to purchase all the equipment 
out of this year’s appropriation. If we do that and do it relatively 
soon we should be in operation sometime near the end of the next 
fiscal year. 

Mr. Gary. And you think that you can get the total cost out of 
the appropriation for 1956 and your requested appropriation for 1957? 

Mr. Howarp. Yes. We have nothing in 1957 that we look forward 
to, so we are going to try to get it out of this fiscal year. 

Mr. Brett. It somewhat depends on the demand we will be up 
against for coins. 

Mr. Howarp. I think I should explain myself. If we hold coinage 
down during this coming 6 months we will have no inventory entering 
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fiscal 1957, and therefore if the demand keeps up we are going to have 
to divert all of our funds in 1957 that we can get hold of to coinage. 

You wil! note that we delivered 1,019 million coins in the first 
; months of this year. We only produced 683 million coins during 
that time. It so happened that we had an inventory coming into 
fiscal year 1956 of 384 million coins, and it was by having that inven- 
tory we were able to get by. We only ended up with 48 million 
balance by the end of December. If we buy this equipment and do 
not go into the next year with an inventory, it is obvious if we have 
the same demand as this vear we will be using everything we can get 
hold of to meet the coinage demand, and we will not be spending it 
for equipment. 

Mr. Gary. Do I understand you hope to complete that project by 
the end of this fiscal year? 

Mr. Howarp. No, to place the orders by the end of this fiscal year. 

Mr. Bretrr. Complete placing all the contracts and get the opera- 
tion going sometime in fiscal year 1957. There is no possibility of 
completing it by June 30, 1956. 

Mr. Gary. You do not anticipate your costs will be reduced 
substantially in 1957? 

Mr. Howarp. No. 

Mr. Brerr. It takes a long time to get a new operation of that kind 
running smoothly. It is uncertain. It may click immediately or it 
may take many months to work out all the bugs. Of course we 
are anxious to push it to meet the coin demand, but we will have to use 
the funds to meet coin demands. 


COST OF OPERATIONS IN 1957 


Mr. Gary. With the operation of the electrolytic cells at New York 
and the refinery operations at San Francisco or Denver how can 
the plan for financing show no change for 1957? 

Mr. Brerr. Our program called for two in 1956 also. 

Mr. Gary. Will there not be some savings as a result of that in 
1957? 

Mr. Brerr. No. We will still run two refineries in 1957. 

Mr. Gary. So you do not anticipate any change from that? 

Mr. Howarp. Mr. Gary, on New York we will actually be harder 
hit in 1957 than we are this year, because we have been using our 
people in New York on a reimbursable program. We were taking 
back silver from the Atomic Energy Commission and melting it, 
forming it into bars, and taking it to West Point. We have to 
maintain a certain personnel in New York to be ready to handle gold 
and silver shipments in and out. 

What we did when we went into this reimbursable program was to 
use our refinery personnel on that program so as not to hire extra 
people. Now we are confronted with the situation of going back and 
putting our refinery people in under appropriated funds whereas they 
have been under funds that we got from the Atomic Energy Com- 
mission, reimbursable funds. So actually we are not gaining, we are 
losing, so to speak, and we are meeting that situation by adjusting 
elsewhere. 

Mr. Gary. Under those circumstances you would reduce your 
1956 figures, would you not? 
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Mr. Howarp. We have stepped up our coin production above 
what our 1956 figures called for. We have spent money this yea: 
for coinage in excess of our program. 


GOLD AND SILVER BULLION REFINING 


Mr. Gary. In your breakdown of program by activities, your 
refining gold and silver bullion item shows a slight reduction for 1956 
and the same figure for 1957. It would seem that under the facts 
which you have related to the committee there would be a chang: 
either in 1956 or in 1957, that the two would not be identical. 

Mr. Howarp. Mr. Tate can answer that. 

Mr. Tarr. In order to increase coin production at the beginning 
of this year, we did not open the Denver refinery. The figure for 
1956 was based on operating both the Denver and the San Francisco 
refineries, but we hesitated at the beginning of the year because the 
coin demand was up. Then as the year went on and the coin demand 
kept up, we kept these people on coin production, which is what 
le us to produce so many coins the first half of this year. 

Mr. Gary. If your refining figures were based on the facts that you 
have stated and you used them for coinage, then your refining figures 
should be down and your coinage figures should be up, should they not? 

Mr. Howarp. That is correct, but at the time we prepared this 
estimate we were going to operate that refinery. We have changed 
since then. What happened is that we told you we would make 900 
million coins in fiscal year 1956, and we have already made 683 million 
coins in the first 6 months. We have diverted more money and em- 


ployees in Denver to coinage. We have stepped up coinage. 


REVISED ESTIMATES BY ACTIVITIES FOR 1956 AND 1957 


Mr. Gary. In view of that change, can you give us revised figures 
for your current program in financing by activities for the year 1956? 

Mr. Howarp. Yes, sir. 

Mr. Gary. And any changes there might be in your estimates for 
1957. 

Mr. Howarp. We can have a 1956 column and a 1957 column. It 
will definitely show an increase in coinage in 1956 up to this point and 
probably all the way through. 

(The information furnished follows:) 
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Program and financing 


1955 actual | 1956 estimate 


ram by activities: | 
1. Manufacture of coins (domestic) | $1, 617, 674 $1, 403. 000 
». Processing deposits and issues of monetary met | 
ecins 833, 963 D5, 825, 000 
Protection of monetary metals and coins | 716, 324 | 720, | 720, 000 
Refining gold and silver bullion N38, OOT | S75 175, 000 
Executive direction 125, 237 | 7, 127, 000 
Equipment acquisitions 109, 196 oy 100, 000 


Total cost 3, 940, 401 3. 650. 000 
ition of costs to obligation 
Increase or decrease (—) in selected resources 

ible for application to future activity cost 


Total obligations 71, 07 5 650, 3. 650. 000 


ng: Appropriation (adjusted ; 3, 65 }, 650, 000 


Relation of costs 1 obligations 


, June 30: 
Inventories (goods unconsumed by project 
Undelivered orders (goods and services 


yet received) 


Adjustment in prior years 
Accounts receivable 
\ ued annual leave (leave earned and not t 
by employees charged to project cost 


tal selected resource 


Inet e or decrease in selected resource 


vailable for future application to activity 


—404, 814 


ADDITIONAL PAY COSTS ABSORBED 


Mr. Gary. Mr. Johnson, we probably should ask you this question: 
You stated at the outset of the Treasury hearings that there would 
be coming up throughout the hearings an item for funds for the 
restoration of employment level. There does not seem to be an item 
of that kind in the mint. Why is that? 

Mr. Jounson. In the case of the mint, they have absorbed, through 
adjustments in their program and their financing, not only the cost of 
automatic promotions required by law but they have also absorbed 
the pay increases that are required under Public Law 94, so no item 
appears in this particular appropriation request for that purpose. 


INCREASED COIN DEMAND 


Mr. Gary. Mr. Brett, can you tell us the reason for the great coin 
demand in the fall of 1955? 

Mr. Brerr. Well, I do not know that any of us can give you a 
satisfactory explanation for it. During the vear of 1955 there has 
been a change in the vending of soft drinks which has caused a need 
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for cents. Where the prices have always been in vending machines 
5 cents, in a great many cases they have stepped up to 6 cents. 

Actually, the principal thing that hit us was just at the time nor- 
mally that the public and the private banks would be increasing their 
inventories in anticipation of the holiday demand—there is a great 
increase in demand at the holiday season—the State of Pennsylvania 
held an emergency session and passed an emergency tax to cover one 
of the hurricanes and the flood which, as of September, meant that 
all the cigarette-vending machines in the State of Pennsylvania went 
from an even 25 cents to 26 cents or some brands and 27 cents on 
others. That hit Philadelphia and Pittsburgh, the two Federal 
Reserve banks there, and created a terrific demand for cents just to 
fill the pipelines of that operation. Then, unfortunately, some pub- 
licity hit the newspapers and was quoted pretty well across the 
country—it came out of Denver—that undoubtedly created a certain 
amount of hoarding on the part of banks and the larger financial 
institutions. 

There is also the possibility, that we cannot pin down, that that 
long period of a copper strike made some people antic ipate a a shortage 
of cents and again caused a certain amount of withholding of cents 
from free movement. 

To illustrate the thing, let us take Philadelphia. We have the 
complete figures on Philadelphia better than we do on Pittsburgh 
because the Pittsburgh Federal Reserve Bank is a branch of Cleveland, 
and Cleveland takes care of Pittsburgh more than we do directly. 

In March of this year the Philadelphia Federal Reserve Bank had 
so many cents we had to truck cents away from it. Their vaults 
were loaded. They would not take any cents from us. They felt 
they had ample to meet their demand. In the whole year of 1954 the 
Federal Reserve bank in Philadelphia used 20 million cents in total. 
This fall they were in a bad way in Philadelphia. We had a lot of 
criticism of that. We delivered to the Philadelphia Federal Reserve 
Bank just this fall over 62 million cents, 3 times what they had used 
in the whole of 1954. 

Now, of course, putting the pressure on us in Philadelphia and 
Pittsburgh resulted in our curtailing shipments to other points in the 
country. Actually it was more conversation than it was a serious 
shortage. It was more a fear of a shortage than it was an actual 
shortage. 

I do not think anybody was cramped to the point where any trans- 
actions were hurt by a lack of cents. 

Now, of course, the situation is entirely relieved. The flow back 
so far has not been quite as large as we anticipated, but again we feel 
that due to that period of shortage there has been a tendency on the 
part of the private banks and commercial institutions to keep a little 
larger inventory than they normally would. 

Actually there is a certain amount of retention—a failure to flow 
back into the Federal Reserve banks—and it can wipe out the Federal 
Reserve inventories and our inventories very quickly. Actually, as of 
the close of the year we had 48 million coin and the Federal Reserve 
banks had about 350 million coin. Just the tendency to worry about 
coin could wipe out those inventories, on the part of the 20,000 private 
banking institutions. If they would increase their inventories 10 
percent we would not have any coin at all. 
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We have not felt at any time there has actually been a shortage of 
cents. There have been some bad spots, primarily Philadelphia 
and Pittsburgh. 

If the Pennsylvania State Legislature had passed that act and 
made it effective January 1, after the holiday season was over, we 
do not think we would have ever known about it. There would 
have been plenty of coin. 

Mr. Gary. Was most of the increase in pennies? 

Mr. Brerr. Yes. That is the only thing we have been pinched on. 

Mr. Howarp. I think there is an interesting thing about that tax 
in Philadelphia, which I do not believe was mentioned, which would 
show how uncertain this coin demand can be. They passed that tax 
because of the Hurricane Connie, and the flood that followed. They 
called a special session of the legislature and passed a tax to raise 
funds apparently for flood relief, which shows that the coin demand 
during that period could probably be laid to an act of God. Is that 
not what they put on the insurance policies? 

Mr. Brerr. Likewise the State of Missouri and the State of Ohio 
passed the tax effective January 1. We were concerned about it, 
and we certainly pushed the production of cents. As a matter of 
fact we still are doing so. 

In Kansas City, in the big Federal Reserve bank out there, they 
were very positive as to how many coins they needed. Ten days ago 
we cut down one of their orders. We did not have enough for a full 
truckload, which would be 4.3 million, so we cut it down to 2.1 million 
to give them an emergency shipment out there. We got a telephone 
call saying, “Forget the other 1.5 million; we do not need any more. 
We have plenty.” 

Within 2 weeks after that Missouri State tax went into effect, that 
was the situation. Ohio seems to be comfortable now. Cincinnati is 
a little low on inventories. 

Those two taxes went into effect after the holiday season was over, 
whereas the Pennsylvania State tax went in just at the wrong time, 
and just added to the demand. 

We are faced with a possible continuation of demand, which means 
we may have to do a little more diversion and produce more coin 
than we anticipated. Apparently we are just fish in the barrel to be 
shot at. There is not much we can do to control it. 

The Federal Reserve banks have very little ability to anticipate, 
especially on these emergency situations. Dr. Williams, I understand, 
in Philadelphia has been marvelous. All of the Federal Reserves have. 
They have appreciated the situation. 

When I went up to Philadelphia and sat down with them, when we 
had trouble with one banker in particular, he was amazed when | laid 
before him the figures of the Philadelphia Federal Reserve bank alone. 
They had made us take cents back in March, and by September they 
were out and wanted three times as many as they had ever had 
before. That did not satisfy them, you understand. We did not 
satisfy them. 

PAYMENT FOR ALLOY COPPER 


Mr. Gary. Will you explain to the committee how payment for 
alloy copper from the silver profit fund would work? 
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Mr. Brerr. Mr. Gary, you are getting into the field of this com- 
plicated accounting, and I would rather have Mr. Howard answer 
that question for you. He can do it much better than I can. 

Mr. Howarp. Congressman Gary, let me answer that by telling 
vou what we do in connection with the purchase of metals for minor 
coinage, and the silver that goes into silver coins. 

Congress, years ago, set up a revolving fund to permit us to buy 
copper, zine, and tin to manufacture the 1l-cent piece. In other 
words, we do not ask you to appropriate funds to purchase metals for 
that coin. 

The same thing is true of the 5-cent piece. We are permitted to 
purchase nickel and copper to produce it. 

When we manufacture coins we make a profit on the manufacture 
of them. In other words, there is a difference between the metal in 
the coin and the face value of the coin. We divert part of that profit 
into a checking account, so to speak, to pay for those metals. We 
never have to bother you with an appropriation. That is in the 
manufacture of the 1-cent and the-5-cent piece. 

In the manufacture of the silver coms we never ask you for money 
to pay for the silver in those coins. That silver is paid for out of a 
revolving fund, the bullion fund. It is a self-operating fund. Wi 
buy the silver from that and we divert the silver over to the coins 
and you never have to appropriate for that. The only thing that vou 
appropriate for in the way of metals going into coinage is the copper 
alloy in the silver coins. That puts a strain on our appropriation to 
this extent: First, we have these sudden flurries where we make 
more coins, where the demand is heavy; and, second, it puts a strain 
on our appropriation when the price of copper goes up, as it has in the 
past year. 

For example, we are now paying 50 cents a pound for copper. 
When we submitted our budget for copper last year it was selling 
at 30 cents a pound. ‘To try to guess that figure from 1 year to the 
other, due to the change in the price of copper and the change in 
demand, makes it difficult, 

In other words, it is an appropriated item that varies a terrific 
amount. Now, in view of the fact that you let us buy the other 
metals from the fund, from diverted profits from our minor coinage 
production and the silver from the bullion fund, we do not think that 
we are asking you to relinquish control over us, so to speak, by letting 
us buy the alloy copper in the silver coins, which is only 10 percent 
of the silver coins. 

There is one thing that brought this to a head. Perhaps we would 
not have asked for this, but we have coming back now silver from the 
Netherlands. That silver is being returned in the form of coins. 
Last year we paid about $122,000, I believe it was, out of our appro- 
priation for copper in those silver coins. We will not use that copper 
for quite a few years. 

To complete the remainder of the program—the return program 
we figure there will be $500,000 in copper if the price remains about 
the same. Therefore, we would have to ask you for an appropriation 
of $500,000 to buy copper that is going to last us for several years. 
We figure that this other way is a nicer way; and, furthermore, we are 
in the process of negotiating with other governments relative to return 
of their lend-lease silver, and we might have the same thing show up 
in those return agreements. 
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We are asking—and that will go through the Banking and Currency 
Committee—that legislation which would give us permission to buy 
alloy copper for silver coins out of the silver profit fund be enacted. 

Mr. Gary. The necessary legislation has not been adopted up to 
the present time? 

Mr. Howarp. No. 

Mr. Brerr. It has just come up in the past week. 

Mr. Howarp. I might say that we are asking at the same time for 
an increase in our minor coinage metal fund because of the increase 
in the price of copper. If we are unsuccessful in getting the legisla- 
tion—I do not think we will be, because I think it is very logical to 
ask for it—then we would have to make arrangements to get appro- 
priated funds to pay for the copper that we have gotten from the 
Netherlands Government. 


WORKLOAD TABLES 


Mr. Gary. We will insert at this point in the record the work- 
load tables appearing on pages 254, 255, 256, 257, and 259 of the 
justifications. 

(The information is as follows:) 


Comparison of actual production, deliveries, and inventories of coins du ang the 
pe riod 1945-55 with estimates for the fiscal years 1956 and 1957 


{In millions of pieces] 


. k Pro De- Inven ; Pro- Dx Inven- 
Fiseal year juced livered tory Fiseal yea juced livered tor 
1957, estimate______ 900 | 1, 050 84 || 1950, actual_._.___. 497 495 116 
1956, estimate. 900 1, 050 234 1949, actual. ....--. Vil 996 414 
1955, actual... .. 937 | 941 384 1948, actual_._.-- S03 1, 095 498 
1954, actual nit 1, 452 | 1, 204 | 388 1947, actual we 2, O16 1, 390 790 
1953, actual. - 1, 620 1, 722 140 1946, actual. ...... 1, 658 2, 107 164 
1952, actual cael 1, 551 | 1, 360 243 1945, actual. ..... 2, 646 2, 589 | 611 

51, actual 1, 158 1, 523 51 





Coinage activity at the United States Mints, fiscal year 1955 


[Pieces] 
} Coins Co 
Balance on | oGuced delivered Balance 
Denomination hand July i, | <...;.... = I i Ju 
| 1954- fiscal vear fiscal vear 0. 105 
° 1955 1955 
95, 363, 27¢ 605, O73, 141 580, O72, 244 120, 364, 173 
cai 30, 578,941 | 185,852,641 | 113, 273, 875 103, 157, 707 
ent 154, 775, 26 95, 290, 277 163, 609, 560 86, 555, 972 
ents 64, 135, 5459 46, 122. S09 64, 669, 137 15, 589, 321 
ents 42, 857, 475 4, 452, 29 19, 454, 072 27, 835, 698 
lotal. : 387. 710, 506 436, 871, 253 941, O78, S88 383, 502, 871 
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Actual domestic coinage—fiscal year 1955 





Number of Cost per 
Denomination pieces pro- thousand Total cost 
duced pieces 





605, 073, 141 


> 852, 641 | 


| 
$1. $780, 18° 
| 


| 
1 cent 
5 cents.......... ia eleraaniranei ies > ; : 415, 029 
10 cents- Sete 5 iemm oe , 390, 277 192, 510 
25 cents _--- : “6 122, 899 192, 459 
50 cents | 4° 432’ 295 | : 46 37, 490 


\ 


etal 3525. hc. Both oe ; - 986, 871,258 | aces 1, 617, 674 
| | 


Estimated domestic coinage, fiscal years 1956 and 1957 


Denomination thousand Total eost 


pierts 


pieces pro- 
duced 








680, 000, 000 

45, 000, 000 | 

122, 000, 000 

40, 000, 000 Al ; 
13, 000, 000 | 3. 06 104, 7 


900, 000, 000 | 1, 403, 000 


| 
| Number of | € ost per 
| 
| 
| 
} 
| 
| 
| 





Selected statistics regarding deposit activity 


| 
| 


Fiscal year | Fiscal year Fiscal year 
Description 1955, 1956, | 1957, 
actual estimate | estimate 


Number of deposit transactions- Basics shoo 9, 403 9, 400 9, 400 
Gol i receipts and disbursements (value) .. ; $401, 269, 173 | $400, 000, 000 $400, 000, 000 
Sales of gold bars for industrial, ee al, and artistic use 
(value) -_. aaa 7 $28, 537, 700 $29, 000, 000 | $29, 000, 000 
Silver rece ipts (fine ounces) a : ewcce ..| 49, 122, 992 60, 000, 000 60, 000, 000 
Silver disbursements (fine ounces) - - -- Pog et oa 737, 168 4, 000, 000 750, 000 
Uncurrent coins received and melted (pieces) ...-------- -.----| 33,308, 516 33, 000, 000 33, 000, 000 
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Stocks of unrefined bullion at close of fiscal years 


(In tons) 


Fiscal year | Denver | New York ‘San Francisco! Total 


| | 


| 690 | 573 | 


1, 537 


689 | 649 
730 634 
696 715 | 


1, 662 
1, 713 
1, 688 


—_—————__| 
| 
| 
717 630 so 1, 603 





LOCATION OF MINTS 


Mr. CanFIELb. Mr. Brett, as I understand it we now have 3 mints; 
1 located at Philadelphia, 1 located at Denver, and 1 located at San 
Francisco. 

Mr. Brerr. That is correct. 

Mr. Canrietp. How long has each of these mints been in being? 

Mr. Brerr. Phils adelphia since 1792, | guess. 

Mr. Howarp. Yes, sir. 

Mr. Brerr. When was Denver started? 

Mr. Howarp. 1906. 

Mr. Brerr. San Francisco was 1854. I recall that, because we 
had our 100th anniversary in 1954. That was impressed on me, sir. 

Mr. Canrittp. When these mints were established  sectionally 
throughout the Nation | assume that great consideration probably 
was accorded the military defense aspects of the picture. Would you 
know the historic background? 

Mr. Brerr. My estimate would be that it was primarily the matter 
of distribution. 

Mr. Canrrevp. Primarily? 
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Mr. Brerr. That is correct. 

Mr. Howarp. Plus raw materials, I believe, Mr. Brett. In the 
case of Denver and San Francisco they were near gold and silver. 

Mr. Brerr. It might be transportation both of the raw materials 
and finished coin. Probably that would be the primary reason. 

Mr. CanFieLp. Would you say today that these mints being 
located as they are—one in the east, one in the West and one in the 
Central States—very definitely have a military civil defense aspect? 

Mr. Brerr. Well, certainly the idea of dispersion is important. | 
can see where one central mint might have objections from the 
vulnerability-to-attack theory. 

Mr. CanFigeitp. Most certainly I would think so. 

Mr. Brerr. I would think so. 


PRODUCTION COSTS 


Mr. CanFietp. In yesteryear I believe you gave us some figures 
bearing on production in these mints, indicating a discrepancy in cost. 
Do you have like figures today’ 

Mr. Brerr. Well, of course, the San Francisco picture has rather 
faded out, as you know. We do have the comparative costs between 
Denver and Philadelphia. Denver is still the low-cost operation. 

Mr. Canrre.tp. The reasons therefor are chiefly what? 

Mr. Brerr. Primarily the same operations involved in the changes 
being made at Philadelphia. The ingot melting and the rolling of 
the coin blanks are involved. The difference in cost of the two 
institutions, on the same operation of coining, is not serious. 


Mr. CanrFietp. How about the wages being paid in these respective 
localities? 
Mr. Brerr. There is not a great deal of difference in that. 


PHILADELPHIA MINT 


Mr. Canrietp. For a number of years now, I believe you of the 
mint appearing before this subcommittee have expressed the hope 
that eventually you would get a new building in Philadelphia. In 
your presentations I have sort of sensed that you held in the long 
run it would pay the Government and the taxpayers to provide 
modern, up-to-date building with proper equipment. Is that your 
feeling today, and do you think that the present so-called temporizing 
partial modernization approach is not the real answer? 

Mr. Brerr. Mr. Canfield, I feel that with the demand picture a 
complete new mint on the east coast alone could not be justified | 
earnings over a reasonable period of years. I feel that the only way 
that a complete new manufacturing unit could be justified would 
to discontinue all other operations. 

Mr. CANFIELD. Meaning what? 

Mr. Brerr. Closing San Francisco completely, closing Denver, and 
closing Philadelphia. I do not think you could justify a complete 
new mint and continue any of the existing ones. I am looking at it 
from a manufacturer’s point of view, paying back the investment 
involved out of savings. 
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COIN COLLECTORS 


Mr. Canrigtp. As to coin collectors, is the family of coin collectors 
throughout the country and the world an ever-increasing family 
of folk? 

Mr. Brerr. I received the January issue of Numismatic magazine 
| and took it in to Dr. Howard. I could not believe the list of new 
: applications for membership for the month of November alone; 

am I correct on that? 

Mr. Howarp. Yes. 

Mr. Brerr. It took about six pages of finely typed print to give the 
new applications for membership in the month of November alone. 

Mr. Howarp. | do not know who is sponsoring it, but I do know, 
for example, that the Boy Scouts have become interested. One of 
their badges now is on coin collecting, because we get a lot of inquiries 
about various phases of it. 

The other day I happened to receive a telephone call from some 
lady whom I believe had gotten down to the Brownies. That is the 
younger girls of the Girl Scouts. Apparently this is spreading through- 
out the younger people. Whether some ‘body is sponsoring it or not 

| do not know, but at least it is there. 

No doubt once a person decides he is interested in coin collecting 
he is at least going to pick up a few coins to keep and hold. 

Mr. CANFrELD. Coin collecting, of course, is an ancient and a very 
| wholesome and very commendable hobby. When people collect coins 
and they are sequestered, what does that mean to the Government in 

the way of savings or profits? 

Mr. Howarp. Of course if they take a coin that is manufactured 
out of a cheap metal or a metal that is below the face value of the 
coin and if they hold it indefinitely and keep it out of circulation the 
Government has made a profit on the transaction. 

That would not be true, for example, on the gold coins, where the 
amount of gold in the coin is equal to the face value of the coin and 
actually the manufacturing charge or the manufacturing cost, plus 
the copper alloy going into the gold coin, was an expense to the 

l Crovernment. 
! A $20 gold piece, for example, had $20 of gold in it. The manu- 
facturing ‘and the copper in it was an expense to the ( overnment. 


GOLD COINS 


1 Mr. Canrieitp. Doctor, vou mentioned gold coins. What is the 
legal picture as to gold coins in our country today? 

: Mr. Howarp. When the banking holiday was declared, I believe 
t April 5, 1933, gold coins were called in, There were various orders 


calling them in, but there was an exemption throughout, and that 
was that coins of special recognized value to collectors could be kept. 


| Throughout the vears since 1933 the amount of geld that has been 
e coming in each vear has diminished, to practically nothing. Coin 
{ collectors did have gold coins, and they dealt in them and sold them 
{ back and forth. 


At first we required that the coins be sent in to Washington to be 
examined by the Smithsonian Institution, to see if they were rare. 
Then that got a little bit cumbersome, so we had them write in a 


72073—56——-12 
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description of the coin and on the basis of that description the Smith- 
sonian decided whether or not they were rare. 

In July of 1954 we came to the conclusion that the gold coins minted 
before April 5, 1933, that were still outstanding were rare. Therefore, 
we amended our regulations to the extent that anyone having them 
can deal in them or keep them or hold them and transport them with- 
out getting permission from us or submitting them to us for review as 
to whether or not they are rare. 

I will tell you some of the implications back of trying to determine 
what is rare and what is a coin collector. In the first place, an ordinary 
citizen might hold onto a few coins. In every home they have a few 
coins. The question is: Are they then coin collectors? The coins they 
are holding may be ordinary coins that you can go out and get, but 
the fact that they like those coins and are holding them means that 
you have to assume they are coin collectors. Therefore it is hard to 
determine whether a coin is rare, because we know right today that 
collectors get coins and keep them. They get the issue each year and 
they keep ‘them even though they could get thousands more of them. 
At the time they are not rare, but they “take them for some reason. 
The fact is they have a collection. 

So it was very difficult to tell a man who had a gold coin that he 
was not a collector. He would say, “I like it. Iam holding it. I am 
a collector.” It is very difficult to say that a certain coin is not rare. 

We believe that coins that were hoarded for their value by people 
who did not turn them in have either been turned in to the Govern- 
ment or else whoever had them was able to get rid of them some other 
way. If he did not and still has them the value he gets out of them 
as collector’s items today is going to be a bad investment, because he 
has tied up his capital from 1933 to date, and that would be a bad 
investment, in my opinion. 

Mr. CanFieLtp. Do you know the value of the gold coins that have 
not been turned in, approximately? 

Mr. Howarp. Let me explain that the gold coin has an increase in 
value due to the change in the gold price. 

Mr. CANFIELD. Yes. 

Mr. Howarp. In other words, a $20 gold piece lacked 67 cents of 
having an ounce of gold in it. Therefore, when we changed the price 
of gold to $35 an ounce that gold content of the coin was worth about 
$34. You will find $20 gold pieces that are in good shape, and they 
will sell for at least $60, on up. WhenTI say “up” I mean they go up 
to thousands of dollars, depending upon thier rarity. 

Mr. Gary. Will the gentleman yield? 

Mr. CANFIELD. Yes. 


MAKING OF JEWELRY FROM GOLD 


Mr. Gary. Is there any law prohibiting the making of jewelry out 
of gold coins? 

Mr. Howarp. Yes, sir; except in this manner: You can make 
jewelry out of gold coins as long as you do not deface the coin. As long 
as you can take the coin out in the same shape it went in it is all right. 
In other words, you can put a band around it. You will see women 
wearing bracelets, and you will notice there is a band around those 
coins. But is it against the law to melt them or do other things. 









177 









































Mr. Gary. Or solder them? 

Mr. Brerr. To solder them or in any way deface them. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Murray. Would the gentleman yield for a question at this 
point in the record? 

Mr. CANFIELD. Surely. 

Mr. Murray. I have noticed a present that coin collectors some- 
times give. It’s a little plastic case set up with coins. For instance, 
in 1955 it’s set up with a new half dollar, a quarter, a dime, a nickel, 
and a penny. 

Although the sequence of coins has only a nominal value of 91 cents, 
it has a market value of about $1.20. 1 was wondering what the 
reason for the increased value is. 

Mr. Howarp. It would be 1 of 2 things. The value would depend 
on the type of coin. First, we make proof coins for collectors. They 
are specially made. They are handmade. We charge $2.10 for a 
set of proof coins, and it is only a 91-cent value. The difference is 
for manufacturing them and postage. They sometimes put those in 
those containers. Naturally they have a $2.10 investment to start 
with. 

Mr. Murray. I am probably wrong with my figures. That is 
probably what it is. 

Mr. Howarp. The second point is that the Treasurer’s Office sells 

uncirculated coins. They have never been in circulation. What it 
means is that we in the mint will take coins that are nicely made and 
ship them specially to the Treasurer’s Office here in Washington, and 
they put them in little packages; only theirs are paper packages w ith 
a cellophane cover. They have to pay a premium to the Treasurer's 
Office to get those, but they do, and they sell thousands. 
) I believe we sold 378,000 sets of proof coins last year. 
Mr. Murray. I understand that has become a popular present. 
Mr. Howarp. That is right. They are very popular. It makes it 
very hard on the officials of the mint, because every once in awhile a 
very dear friend or somebody you w ‘ould like to help starts asking 


f about those proof coins and would like to get a set. You have to 
0 tell them to write to Philadelphia and send $2.10, because we have to 
pay for them the same as anybody else. It puts us in a position that 
, we are sometimes asked to give a gift indirectly that another person 
would not be asked to give. 


Mr. Morray. Off the record. 
(Discussion off the record.) 


VALUE OF GOLD COINS 


Mr. Canrietp. Dr. Howard, it is impossible for you to answer the 


{ question as to the approximate value of gold coins that have not been 
returned to the Treasury, is that correct? 

¢ Mr. Howarp. Our records show that we have cleaned the books. 

y I do not think we have any showing outstanding in circulation. 


Mr. Gary. Off the record. 
(Discussion off the record.) 
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GOLD COINAGE 


Mr. Canrietp. Dr. Howard, today there is no gold coinage? 

Mr. Howarp. No, sir. 

Mr. Canrietp. No manufacture and no gold coinage. 

Mr. Howarp. Under the Gold Reserve Act of 1934 gold coinage 
was prohibited and the paying out of gold coms by the Government 
was prohibited. 

Mr. Canrizip. Today a person cannot go into the Treasury or 
go into a bank and get gold coins of any denomination? 

Mr. Howarp. The only place you can get them is from collectors, 

Mr. Brerr. We get 3 or 4 letters a week asking for gold coins, 
probably. 

SILVER DOLLARS 


Mr. Canrietp. What is the situation with reference to the silver 
dollar, both as to the making of new dollars, as to inventories, and 
as to demands? 

Mr. Howarp. Congressman, we have in the mints slightly less than 
200 million silver dollars. The Treasurer’s Office here in Washington 
has somewhere between 60 million and 70 million, I believe. 

It used to be true, in the early silver legislation—that is, legislation 
such as the Bland Act, the Sherman Purchase Act, and the Pittman 
Act—that we had to strike a silver dollar to back a silver certificat: 
In 1934, when the Silver Purchase Act was passed, they permitted us 
to put bullion—that is, bar silver—back of silver certificates. Wi 
were not required to strike silver dollars. 

It is obvious that we have an ample supply. Therefore we have 
not struck any silver dollars since 1935. Today vour silver certificates 
are backed by the silver dollars we have and the silver dollars the 
Treasury has plus the silver bullion. I assume that if the public 
ever demanded silver dollars to the extent that that would use up 
the ones we have then we would have to come to you people to get 
some money to manufacture more. 

I do not believe we could very conveniently pay out the bar silver, 
because it is hand-poured into a mold, and the value of each bar is 
different. It runs into odd ounces and would be in odd cents. 

Mr. Canrietp. The demand is relatively small today? 

Mr. Howarp. Yes. The only demand we have is in the Rocky 
Mountain States, States like Nevada. Quite a few of them are used 
around Reno, I understand. 

Mr. Canrievp. Is there any special demand in other areas around 
Christmas? 

Mr. Howarp. There are some used for Christmas presents; ves. 


EFFECT OF VENDING MACHINES ON COIN DEMAND 


Mr. Canrietp. Mr. Brett told us about the most unusual demand 
for pennies this year due to legislative enactments of States because of 
emergency situations. 

There was testimony by the Post Office Department before this 
subcommittee a week ago that that Department was ready to contract 
for new stamp-ve nding machines, machines that would provide 
stamps for coins and not only make c ‘hs ange but plav a recording which 
would say, “Thank you, Mr. Mailer.” 
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[It seems to me that these stamp-vending machines offer a problem 
for coins. They are vending such things as milk now in many parts 
of the country. It is a tremendously growing operation, is it not? 

Mr. Howarp. Definitely. 

Mr. Brerr. Most of those vending machines today, though, are 
taking dimes or nickels or quarters. The soft drinks—especially 
Coca-Cola—going from 5 cents to 6 cents in a good many States had 
the greatest effect on us. 

[ think all of those postage stamp mac ‘thines [ have ever seen call 
for either 5 or 10 cents. There are no cent requirements. 

Mr. Howarp. I believe at one time they did return some change 
of some kind, but I doubt if they do that any more. 


HOARDING OF PENNIES 


Mr. CANFIELD. You mentioned that occasionally because of some 
situation or some story or rumor private banks in some areas might 
hoard pennies. What are the mechanics for hoarding? Say that | 
ro into a private bank and ask for pennies. Do you mean that the 
eller may say to me, ‘‘We do not have that many?’’ 

Mr. Brerr. This coin situation in the Federal Reserve banks is 
really & very peculiar picture. You see, the mint has handled the 
distribution only a little over 2 vears now. We are beginning to 
accumulate figures. 

‘or example, with an estimate of some 32 billion coins in circulation 
in fiscal 1955 the Federal Reserve banks handled 10 billion coins in 
and approximately 11 billion coins out. The coins are moving and 
moving very rapidly in and out of the kederal Reserve banks, and of 
course in and out of the larger commercial banks, too. 

What results, when the bankers become alarmed or the larger 
merchants become alarmed because of a copper strike or something 
thev read in the paper, is that they will continue to take coins out 
of the Federal Reserve bank but they will not return them at the 
same rate they have been returning them, keeping their own inven- 
tories larger. 

There are about 14,388 banks, and about 6,000 branch banks, and 
fa change in the normal inventory would be such as to increase it 10 
percent the volume would be enough so that the Federal Reserve 
banks would not get any coins back over a period of time, and would 
rapidly be out of coins, as would likewise the mint. 

I think the top inventories of the 36 Federal Reserve banks, the 
Treasurer’s Office and the mint is less than a billion and a half coins. 
That is a drop in the bucket compared to what is in the private banks 
or in the hands of the public. Just the seasonal expansion can wipe 
that out quickly. 

Mr. Canrietp. Is there any other way, other than appeals on your 
part, to control those returns? 

Mr. Bretrr. Well, this is my first experience. Dr. Howard has 
gone through this year after year after year. The thing that has 
surprised me is actually the little concern. Of all the 36 Federal 
Reserve banks really New York and Chicago were the only ones that 
were really disturbed. They take it in stride. It does not seem to 
bother them very much. Nobody seems to go out of business. 
Nobody seems to fail to make transactions. I think they have con- 
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fidence that there is enough coin. It is not coming back in to them, 
but the bankers have it. 

Actually, we only had two of what I would call nasty complaints 
in this whole situation. One was a cigarette-vending man out in 
Missouri and the other was a banker in the East, in your State. 

Mr. Howarp. In the southern part. Let me give an example which 
I believe is pertinent. You talk about hoarding. Let us take a small 
restaurant. Maybe at night when they close up they leave the change 
in the bags underneath the register. They will leave enough for the 
man to open up the next morning. They might leave $25 in change, 
so much in pennies, and so forth, and soon. If they read in the papers 
or if they hear about any difficulty in getting coins or if somebody says 
“shortage’’ instead of leaving $25 there they will probably tuck away 
$50. Itis just like anything else. You could go out today and create 
a shortage, if you whispered you could not get a certain type of liquor 
or a certain type of nylon hose. Everybody would be running out 
buying it. 

Mr. CanFiep. I have two short questions more, Mr. Brett. 


CONTRACT WITH ATOMIC ENERGY COMMISSION 


Reference has been made to the contract with the Atomic Energy 
Commission. What was that? 

Mr. Brerr. That was the lending of silver to them, back during the 
war, again, before my time. They have been gradually returning it 
to us. We antic ipated that that silver would take pretty much 
through the year 1957 to be all returned. For some reason or another 
on their internal policy they have decided to hold some of that silver 
for use in electrical bus bars, and keep it. They are now all through 
returning. It has all come back that we are going to get, although 
they are “still holding some. 

What are they holding? 

Mr. Tarr. About 60 million ounces. 

Mr. Brerr. We anticipated it would all come back. 


INTERNATIONAL AGREEMENTS 


Mr. CanrFietp. The last question has to do with testimony con- 
cerning the terms of an agreement between the State Department and 
the Netherlands Government for the return of lend-lease silver. 
Was that silver loaned to the Dutch Government for monetary pur- 
poses? 

Mr. Brert. It was furnished in the form of coins, I believe. Dr. 
Howard handled that whole transaction. 

Mr. Howarp. During the war there was a shortage of silver, and 
we had ample supplies and we loaned silver to various foreign gov- 
ernment, the Dutch being one. In their case we did manufacture 
them into coins. 

Mr. Brerr. With the copper in them. 

Mr. Howarp. With the copper in them. After the war they did 
not use the coin because of the fact that they disappeared when they 
put them in circulation. 

The lend-lease agreement called for the return of the coin in 5 years 
after declaration of the end of the emergency. It is all due in 1957. 
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Originally there were about 410 million*ounces lent. The Dutch 
cot 56 million, and they are now returning 52 million. Four million 
of it will be returned with another country. We expect to get all of 
that back within the next few years. 

Incidentally, we do not ask you for any money to handle the return 
of that silver. We get paid by the Dutch for handling the coin, but 
we do not get paid for handling the bars. 

The main reason for not making a special request for funds in 1957 
is that we do not know that it will come back in 1957. Some of the 
countries have the privilege of a 2-vear extension if mutually agreed 
upon between this country and them. 

There are negotiations going on to get a great deal of it back. 

Mr. Canrietp. Mr. Brett and Dr. Howard, do you have any con 
tracts for making coins for any foreign countries, or are such contracts 
projected for the new fiscal year? 

Mr. Howarp. Right now we do not have. We have a couple of 
“feelers.” 

In the past fiscal year we made about 69 million coins, I believe, 
for various governments. In this fiscal vear we have only made 
35,000. That was for the Dominican Republic. 

Last fiscal vear we made a little over 2 million for Costa Rica, 64 
million for Venezuela, and for the Dominican Republic over 3 million, 
roughly a total of 69 million. 

Mr. Canrietp. Off the record. 

(Discussion off the record.) 

Mr. James. Thank you, Mr. Chairman. I want to thank Mr. 
Sieminski for accommodating me at this time. I] have a little personal 
problem today to which I must give early attention. 


NEW MINT IN PHILADELPHIA 


Reference is made to some statements that I included in the record 
last year in the hearings. I am going to say to you now that I am 
- ‘adv to repeat them all at this time. I am not going to do it aloud, 
but if you like vou may copy them from the record and insert them 
at this point. 

In spite of what Mr. Brett has said about it, it being possibly unwise 
or uneconomical to build a new mint unless one is built and then 
all the other mints are abandoned, I am convinced of the substance 
of my statements last year. In the statement I made I did not confine 
my thinking solely to the better facilities and improved operations 
that would be possible if a new and modern building was constructed, 
hut I had something to say about better security, and the risk of fire. 

At the time that we were holding hearings on this matter last year 
the question of dispersal of facilities was important to most of us, 
thinking, as we were, of the possible bombing of certain areas of the 
United States. At that time 1 pointed out that in the Delaware 
Valley, of which the Philadelphia area is part, the United States Steel 
Corp. had seen fit to erect the largest steel mill in the entire world. 
[ said that to point out that there is no place in the entire United 
States that we can say, definitely, is not a target area. So, dispersal 
of our facilities, such as minting is, I think, very important. It 
certainly is most important too from the standpoint of better produc- 
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tion and economical production as we grow in population and the 
demands for coins become greater and greater. 

The location of the mint in Philade!phia is not a maximum security 
area. 

Mr. Gary. Will the gentleman yield? 

Mr. Jamus. Yes, Mr. Chairman. 

Mr. Gary. In connection with your reference to bombing, the 
situation is that a few years ago the Middle West was considered a 
good defense area because it would not be as readily reached by an 
attacker. However, with the development of the modern airplanes 
and with the North Pole route coming right down into that section, 
that section today is probably more vulnerable than the easter 
section. 

Mr. James. Exactly. There is no spot in this country that can say 
it is free from the menace of an air raid, 

! am going to say this, however: When the chairman and our com- 
mittee clerk went to Philadelphia and I joined them I was amazed 
by the weird engineering program that was concocted for improve- 
ment of working conditions at the existing mint. The Ingenuity oO! 
that thing is so amazing that I do commend you for making the best 
possible use of that building. ! think running conveyors up forme 
stairwavs and things of that sort is a genuine “Rube Goldberg’’ job. 

Mr. Canrietp. Do you think if old Ben Franklin were alive today 
and he were to view it, that he would be popeyed? 

Mr. James. Yes, he would be popeved—or maybe cockeved. 

Mr. Canrietp. He was the fellow who told the story about bein 
buried » a cask of wine to be opened up 150 years from now. 

Mr. James. Yes; he wanted to be —_— ‘rsed in a state of suspended 
animation for 100 years in a cask of burgundy wine and then b 
released and see what was hapy ening a that time. 

Mr. Brerr. You referred to the word “security”’ 

Mr. Jamus. Yes. 

Mr. Brett. Do you mean security from atomic attack primarily? 

Mr. James. Well, that is only one; security from the hazard 
fire is another. 

Mr. Brerr. In the building itself, or in the area? 

Mr. James. In the area. I said in that statement that in the are: 
close to the mint there are flammable situations and, of course, 
it might not destroy vour plant, but it certainly would disrupt opera- 
tions. And that could be serious and amount to considerable loss 
of work and time. 

Mr. Brerr. But vou have no question about the security of the 
values we have there as far as our protection is concerned? 

Mr. James. No; bombing, which we all recognize is a possibility, 
and hope is not a probability, and security from the hazards 
conflagration and things of that sort. They are the principal hazards 
I think vou have down there. 

Mr. Brerr. I agree with you. 

Mr. James. So I am very happy indeed, about the way vou fellows 
are running that show down there. I say again I think the engineering 
program down there is the weirdest of anything I have ever seen o” 
heard, but nevertheless it seems practicable. 

Mr. Brerr. I wish I could say something off the record, but I 
won't. 
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Mr. James. I am not going to ask any questions; I am in Mr. 
Sieminski’s kind graces right now, and | wanted to get my views in 
the record. 

Mr. Howarp. May I say one thing in defense of the request? 
We asked for a new mint in Philadelphia in 1946, I believe it was, 
and it was put in as a project to do something about. We later 
looked at sites, and about that time veterans’ housing came along and 
all governmental building was deferred. Then later on they got 
back to the point where they had so much money allocated for draft- 
ing plans and buying of a site, and we went up again and picked out a 
site. Then something happened, I believe the Korean conflict, or 
something, about that time and it was postponed again. 

Now from 1946 to 1955 is a long time and this present step was 
presented as more or less an interim measure. 

Mr. Brett has stated here today he thinks one mint would do a 
better job. I have no doubt but one mint would do a better job, 
because of the volume. You would have enough volume to operate 
a good-sized brass mill and our operations have just about gotten to 
that because of the large demand for cents. So it makes me feel 
badly, leaving out Mr. Brett’s comments today, to think that we 
went along for 8 or 10 vears trying to get a new mint and then to kill 
it and settle for something else. 

Mr. James. It will be understood my remarks to Mr. Brett were 
based solely on security and continuing operations under any 
conditions, 

Mr. Gary. Since vou are discussing that, I notice this project is 
estimated at $500,000 and vou said may go up to $600,000. 

Mr. Howarp. It was estimated at $575,000 to $600,000 at the 
time we submitted the estimate and it may go up to $700,000. 

Mr. Gary. In the event a new mint was authorized, how much of 
that cost of six to seven hundred thousand do you estimate could be 
salvaged by using in the new mint the machinery you are purchasing 
now? 

Mr. Brerr. I have not got the complete breakdown of those 
figures. That is a little difficult to sav. All of the equipment that 
we are modernizing or buying new would be used in the new mint; 
but we are spending money for platforms and cooling systems. 

Mr. Gary. I understand that. 

Mr. Brerr. And in the moving you would run into expense which 
would not be run into if you were buying new equipment for the new 
mint. I would say at least 50 percent of it would be salvaged. That 
is just a horseback suggestion. 

Mr. Howarp. I would say our melting equipment, generators, and 
things of that nature could be salvage d: but if we went into a new 
mint I think we should go into larger rolls. 

Mr. Gary. Yes; but what percentage would vou estimate would be 
in the melting equipment, and so forth? 

Mr. Howarp. About 25 percent. We could use those rolls, Mr. 
Brett, but it would be a handicap. 

Mr. Brerr. It depends on the scale of operation vou went into. 
If we were going to duplicate a big brass mill, we would certainly go 
into much large r ingots than we have in Denver or Philadelphia. On 
the other hand, that equipment might be used for silver. Certainly 
my idea of a modern manufacturing unit would be a lineup of various 
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units which would permit ready expansion and ready contraction to 
meet the demands. I can see where both the present equipment 
we have at Denver and Philadelphia could be used as auxiliary pro- 
duction units for use in silver, and possibly one in nickel, and possib|\ 
for the production of cents we would go into a completely new modern 
brass mill right from the ingot melting straight on up to the coinag: 
room. 

That is a question that cannot be answered too definitely. Dr. 
Howard says 25 percent. 

Mr. Gary. It would not all be lost, in other words. 

Mr. Brerr. Ob, no. 

Mr. Howarp. If you were going to a modern plant like Mr. Brett 

says, one plant, then the equipment could be used as a separate line 

and should be operated as a separate line, because otherwise you would 
have all of your eggs in one basket. You need two lines. But these 
rolls are 16-inch rolls and they are built for certain sized ingots. The 
rolls in Denver are 18-inch rolls. Actually, if we went into a modern 
plant, we would be going to about 20- or 22-inch rolls. But in talking 
about the rolls, the saving really is not in the rolling; the saving is in 
pouring the molten ingot. You can pour in Denver a 425- to 430- 
pound ingot. This contemplates 275 pounds. That is as large an 
ingot as this 16-inch roll will take. You are going backward, so to 
speak. 

Mr. James. It is often said when we have in mind an important 
project of this kind that “This is not the time to do it, when we are 
spending great sums of money for defense and other related matters; 
why don’t we wait until things get a little calmer and we can do these 
things with less burden on the taxpayer?” That time never seems to 
come, but, I was amazed to read in the paper that the State Depart- 
ment, apparently without any interference from anybody, is going to 
spend at least $50 million for an office building. I also understand 
that Congress has under consideration a new office building that is 
going to cost about half that sum. I am not going to criticize those 
things; I simply call attention tothem. These buildings are to be built 
in a locality that might be regarded as a principal target area, if we 
get into trouble, right in the city of Washington. I would like to 
read what I said last year. 

I might seem to advocate building a new mint in my home county, but I do 
not mean to do that. Ten million dollars for a modern, efficient mint measured 
against the amount spent for improving or building many other Government 
facilities is, to use an outworn expression, ‘peanuts.’ 

The $10 million estimate I got from the gentlemen here when the 
question was asked. ‘‘What was to be the cost of the proposed new 
mint under discussion several years ago? 

Mr. Howarp. Seven to ten million. 

Mr. Sreminski. I notice from the hearings last vear that Mr. 
Murray in his remarks to you, Mr. Brett, asked about the possibility 
of setting up one mint. Did you estimate how much that would 
cost, or did I miss the figure? Did you ask that? 

Mr. James. I did not get the question. 

Mr. Sremrnskr. How much the new mint would cost that would 
take care of the work of all other mints. 

Mr. Howarp. That would be probably $10 million. 

Mr. James. And what is the value today of each of the mints? 
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Mr. Howarp. That is a very hard question to answer, because of 
the type of buildings they are. We have estimated, I believe, about 
5 or 6 million, 

Mr. Brerr. It is pretty hard to estimate the value of our real 
estate in Philadelphia, for example, or Denver. 

Mr. Howarp. About $5 million we estimate, and that is the wildest 
cuess in the world. 

Mr. Steminski. You feel you could do a more efficient job with 
one mint? 

Mr. Brerr. Very definitely; no question about that. 

(Discussion off the record.) 

Mr. Sreminski. Inasmuch as there seems to be a wave of interest 
in lowering taxes and yet a necessity by the Government to raise 
revenue, do you think, in view of your coin shortage and the possibility 
of more similar tax raising actions, that the legislatures in the 48 
States and the Congress are sufficiently alert, in imposing a tax like 
that, as to its cost to you? Can we do anything to make them more 
conscious about the timing of their legislation in terms of putting 
penny and odd cents taxes on goods so that it won’t hurt you as this 
one did? Evidently the people in Philadelphia needed money right 
away so voted the tax and of necessity had no consideration for 
your position in their operation. 

Do you think your story has gotten out? It is new to this com- 
mittee, at least it is to me, and it appears that if I were chairman of the 
revenue raising legislative committee in Pennsylvania, I might 
figure how the tax might involve Uncle Sam before I gave him the shot 
in the arm that Pennsylvania did, as you relate. 

Mr. Brerr. I think that was an emergency situation in the State of 
Pennsylvania. I do not think we would have very much influence 
on that. I think they took the position that it was up to the United 
States Mint to supply the coin that is needed, and I think it is our 
job to supply the coin the public demands. It makes it a little tough 
at times, but I think we should do it. 

(Discussion off the record.) 

Mr. Murray. I just have one very brief question. I notice last 

‘ar when I brought up the question in the event it was decided 
that 1 mint could more efficiently do the job than 3 mints and you 
would have a less cost of operation, some survey was made that 
would indicate that Indiana or Illinois might be the most economical 
place to construct such a mint. 

I was just thinking, as another factor in that consideration, it 
might also be that the construction of such a mint, in addition to 
the more economical operating cost, might relieve some of our distress 
areas in the country, particularly in southern Illinois. 

(Discussion off the record.) 

Mr. Gary. Thank you, gentlemen. 

Mr. Brett. Thank you, Mr. Gary. It is always very pleasant to 
come before you. 
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UNITED STATES SECRET SERVICE 
WITNESSES 


U. E. BAUGHMAN, CHIEF, UNITED STATES SECRET SERVICE 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 


Mr. Gary. The committee will come to order. 

We will take up this afternoon the request of the United States 
pecret service. 

The total appropriation for this Service for 1956 was $4,028,000 
The total for 1956, including the pay increase, is $4,290,000. Thi 
total estimate for 1957 is $4,520,000. an inerease over 1956 plus the 
pay increase of $230,000. 

Mr, Baughman, we will be very glad to hear from you at this time, 


GENERAL STATEMENT 


Mr. Baveuman. Mr. Chairman and members of the committee 
the total appropriation requested to carry out the functions of thi 
United States Secret Service, White House Police, and Treasury 
Guard Force for the fiscal vear 1957 is $4,520,000, which is an increase 
of $492,000 over the 1956 appropriation. 


SECRET SERVICE 


The major functions of the United States Secret Service are pro- 
tection of the person of the President of the United States and members 
of his immediate family, of the President-elect, and of the Vice 
President at his request; the detection and arrest of persons committing 
anv offenses against the obligations and securities of the United States 
and of foreign governments; and the detection and arrest of persons 
violating certain laws relating to the Federal Deposit Insurance 
Corporation, Federal land banks, joint-stock land banks, and national! 
farm loan associations. These and other duties of the Secret Service 
are defined in title 18, United States Code, section 3056. 

The appropriation requested for the Secret Service for the next 
fiscal year is $3,374,000, an increase of $414,000. Actually $183,659 
of this amount is due to changes in pay scales authorized by Congress 
and not included in the regular 1956 appropriation. The balance, 
$230,341, covers our request for funds to maintain our 1956 level of 
employment after meeting the increased cost of personal services in 
1957 and 25 GS-7 agents at $4,525 each for 10% months; projection 
to a full 12-month basis the cost of promoting 39 GS-7 agents to GS-9; 
compensation for overtime differential (Public Law 793); travel cost 
for additional agents and 10 new cars in addition to the usual replace- 
ment of 30 cars. We are also asking for 15 new portable typewriters 
to replace a number of wornout machines, a new polygraph machine, 
and radio equipment for Los Angeles and Cleveland. 


STATISTICS 


During the fiscal year 1955 we received a total of 43,990 cases of 
all types under our jurisdiction, an increase of 2,627 over 1954. 














In 1955 we closed 40,627 cases, 3,363 fewer than received. At 
the end of June 1955, we had 18,585 cases on hand, the greatest back- 
log in our history, or an increase of 3,363 over the previous vear. 
This represents an average of 90 cases per agent, whereas we should 
have an average of only 15 cases per agent to operate efficiently. 
This heavy caseload, which consists primarily of forged Government 
checks, is the principal reason we are asking for 25 additional agents. 
While agents last y nur worked 74,000 hours of voluntary uncom- 
pensated overtime, or 7,000 hours more than the previous year, never- 
theless our case load remains high. If favorable consideration is given 
to our request for additional help it is expected that some reduction 
can be made in the backlog of pending cases. 

At the end of the past fiscal year our cases over 6 months old in- 
creased 127 percent. 

Fortunately counterfeiting is at a low ebb, permitting us to devote 
most of our time to check and bond forgery cases. Last year agents 
spent over 55 percent of their time in investigating forgery cases. 


ARRESTS 


In 1955, 3,269 pe rsons were arrested, 157 more than in the previous 
vear, an increase of 5 percent. Of those arrested, 2,825 were check 
forgers, and of the total arrested, 148, or 4% percent, were under 18 
vears of age in the so-called juvenile class. 


SENTENCES 


Of those persons arrested who went to trial, 98.1 percent were con- 
victed; 1,802 were imprisoned; and 1,177, or 40 percent were probated. 
The average number of days imprisonment was 678, and the fines in 
criminal cases amounted to $61,242. Cases pending prosecution as 
of June 30 numbered 956. 


COUNTERFEITING 


Last year we seized $1,027,179.07 in counterfeit notes and coins in 
comparison with $355,299.32 in the preceding year. The amount 
actually passed on the public, $107,457.32, was less than during the 
fiscal year 1954 when storekeepers and cashiers lost $145,933.7 
because the Secret Service captured $919,721.75 in 16 counterfeit note 
plants and 8 coin plants before their output could be circulated. 

[In 1955 we received 1,258 CONC eae cases, practically the same 
number as in the previous year, and 186 persons were arrested for 

violating counterfeiting laws. 

In 1955, 124 new counterfeit note issues were received, in comparison 
with 63 in ee an increase of 97 percent. This shows that counter- 
feiting is still a potential danger, as obviously there are individuals 
who believe they can make pe rfect counterfeits and “get rich quick.” 

One unusual case involved the counterfeiting of 5-cent coins by 
one Francis Leroy Henning. Henning had been arrested by the Secret 
Service in 1939 in Boston for making counterfeit $1 silver certificates. 
During June 1953 in Erial, N. J., he started to manufacture counterfeit 
50-cent, 25-cent, and 10-cent coins. However, none of those were 
placed in circulation, as he threw them into a river. He did later 
boast that he thought those coins were “prettier than the Govern- 
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ment’s.”’ In June 1954 he purchased sheets of nickel and punched out 
blanks the size of 5-cent coins. He made approximately $15,000 worth 
of deceptive die-struck nickels. He withdrew some $3,000 in genuine 
5-cent coins from New Jersey banks, and mixed these with his counter- 
feits. He claims he deposited $5,000 worth of the homemade nickels 
in banks in the Philadelphia, Camden, and Newark area without de- 
tection. He posed as the owner of vending machines, so he did not 
arouse suspicion when he deposited numerous rolls of coins. 

After throwing the remaining $10,000 in the Cooper River, at 
Haddonfield, N. J., Henning disappeared from his home and we traced 
him to Cleveland, Ohio. When arrested he had several zine plates 
for the backs of $5 notes, negatives, and considerable photographic 
equipment. Henning was legitimately employed in Cleveland and 
he admitted that in his spare time he had made the plates and in- 
tended to produce a perfect counterfeit bill. Up to the time of 
his arrest, although he had deposited $5,000 of counterfeit coins in 
banks, this Service had received less than $20 worth of these counter- 
feit nickels. However, during November, with the help of divers 
from the harbor patrol of the Philadelphia Police Department, a two- 
man team from the United States Army Disposal Unit at Fort Dix, 
N. J., with electronic mine-detection equipment, and members of 
the Camden County Park Police, $750 in counterfeit coms and two 
dies were recovered. The majority of the remaining coins have sunk 
so deep in the mud that it will be impossible to make further recoveries 

The most extensive counterfeiting operation of the year centered 
in Los Angeles, Calif., and had ramifications in San Francisco, Chicago 
Dallas, and other cities. In January a Los Angeles Secret Service 
agent, working under cover, negotiated with a printer to buy a 
quantity of counterfeit $20 notes. When the printer made delivery 
he was arrested by other agents who captured $135,000 in counterfeit 
$20 bills. 

The agents promptly descended upon a Los Angeles theater where 
the play, Charlie’s Aunt, was in progress. The leading man was 
caught backstage attempting to conceal two paper bags holding 
$9,060 in counterfeit $20 notes. The publicity man for the theater 
was also arrested, and $740 in counterfeits was found in his quarters. 
The show was stopped and the audience had its money refunded. 

Agents learned that a theater handyman had fled to Chicago after 
stealing $160,000 in the counterfeit $20 notes. In Chicago, agents 
located the handy-man and a friend, placed them under surveillance, 
saw them pass some of the counterfeits, and took them into custody, 
recovering about $111,000 in counterfeit $20 notes in their hotel room. 

Another Los Angeles man who assisted in manufacturing the notes 
was arrested January 12 and surrendered $102,400 in counterfeit 
$20 notes, together with the plates and negatives used in their 
manufacture. 

Two men were arrested in Dallas, Tex., for passing the counterfeits. 

Seven other passers were arrested in San Francisco. 

In all, some 20 offenders were arrested in this case, and nearly 
$400,000 in counterfeit $20 notes was seized. All defendants were 
convicted and sentenced to terms ranging from probation to 7% years 
in prison. 
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MISCELLANEOUS CASES 

We had an unusual case during the past year in San Antonio when 
we arrested a man named James P. Steen in the act of placing nickel- 
size washers in coin telephones. Steen admitted he had been using 
a pound of these washers every 2 months for the past 2 years making 
telephone calls. Steen, a wealthy salesman, had bank balances of 
over $77,000 and $4,000 in Government bonds. Even though this 
man has a telephone in his own home, and had no need to use slugs, 
he would drive two blocks every day to a pay station and use slugs 
in calling his clients. On April 28, 1955, Steen pleaded guilty and 
was sentenced to pay a fine of $150, which was paid immediately. 


CHECK FORGERY CASES 


Our biggest problem in the criminal enforcement field today is the 
forgery of Government checks. There were 33,260 such cases received 
for investigation in 1955, in comparison with 31,931 in 1954, an 
increase of 1,329, and at the beginning of the year there were 12,139 
on hand. By June 30 this bac klog had grown to 15,222 cases. 

Agents completed 30,177 investigations of forged checks worth 
$2,609,335.91 and arrested 2,825 persons for forgery of Government 
checks as compared with 2,609 arrested the previous year. 

In 1955, 330 million checks were paid by the Government, and for 
each million issued 101 checks were forged. In 1956 it is estimated 
351 million will be issued, an increase of 21 million, which accounts 
for the steady increase in the number of forgeries. 

The forging of checks, in my opinion, is becoming most serious, is one 
of the most profitable criminal rackets, and is increasing daily. Forged 
Government checks last year totaled approximately $2% million, 
most of which was lost by storekeepers and merchants. In practically 
every instance the acceptance of a forged check is due to carelessness 
of merchants and storekeepers who do not request proper identification 

In a case in Corpus Christi, Tex., our agents arrested 4 men and 2 
women who worked as 2 teams in 2 cars in stealing, forging, and cash- 
ing Government checks. They had operated extensively in Texas, 
Louisiana, Georgia, and other Southern States. They stated they 
never used identification in cashing checks; that although they were 
often asked for it, all they had to say was that they “left it at home.’ 

In another case, 10 forgers were arrested in Oklahoma City, Okla., 
for multiple check forgery. These forgers had operated for 7 months 
before being arrested. One admitted that he and a close associate 
stole checks from mailboxes but secured forged endorsements from 
other members of their gang, as they knew specimens of their own 
handwriting were in our files. As their operations expanded, they 
began to use women and even children to forge the endorsements. 
All defendants stated that not once was any identification required 
for cashing the forged checks. 

In Toledo, Ohio, a man and a woman were arrested for multiple 
check forgery and in cashing 1 check at a supermarket they observed 
that no identification was required, so the pair cashed 4 additional 
checks in the same market. I could recite many similar instances. 

In New York City, a man was arrested as the leader of a large gang 
of mail thieves and forgers. He stole checks or acted as a clearing- 
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house for stolen checks, receiving them from other members of the 
gang and allotting the checks according to the ability of each member 
of the gang. Checks of large amounts went to the more clever mem- 
bers of the mob, and small-amount checks to the less experienced 
members. After a check was cashed, proceeds would be divided 
among those members directly concerned with its theft and negotia- 
tion. It was estimated that this gang of 7 members cashed over 500 
Government checks. 

In regard to checks, normally our enforcement work pertains to 
the forgery of genuine Government checks. However, last year we 
did have two cases involving the counterfeiting of United States 
Treasury checks. Five men were arrested in Los Angeles last April 
after it was determined counterfeit checks were printed at a chicken 
ranch owned by one of the defendants. 

In the other case, counterfeit Treasury checks appeared in Septem- 
ber 1955 in various Midwestern States. Through a thorough search 
of the police handwriting files in Milwaukee our agents ide ntified the 
passer as Jack Harvey Ray mond who had escape .d from prison some 
2 years previously, while serving a life sentence. Our field offices 
were alerted, information of interest was exchanged, and warning 
notices were sent to various supermarkets and chainstores to be on 
the alert for this fugitive. On October 14, 1 week after his identity 
was established, the manager of a supermarket in Denver identified 
Raymond from a circular issued by our Denver office and telephoned 
our office, who quickly requested police to broadcast a warning. A 
police squad car spotted Rayvmond’s vehicle and gave chase, at 
times exceeding 90 miles per hour. Raymond wrecked his ear, 
jumped out, ran across an open field and hid behind a chicken coop. 
Pursuing officers fired two shots and Raymond surrendered. Previous 
information had been received that he would not be taken alive. 
He had been sought by other agencies since his escape in 1954 and 
for passing countefeit commercial checks of many varieties In many 
other States. 

BOND CASES 


Last year forged savings bonds created another big increase in the 
criminal enforcement work of the Service. 

Agents received 5,607 forged bond cases for investigation, or 1,573 
more than in the preceding year, and there were 2,063 such cases 
awaiting investigation at the beginning of the ve ar. Agents ¢ ‘completed 
investigations of 4,961 forged bonds worth $437,103.54 and arrested 
86 persons for bond forgery. Many of the bonds were stolen by 
burglars from private homes where the bonds had been concealed 
shoeboxes, bureau drawers, and other makeshift hiding places. 


PRESIDENTIAL PROTECTION 


In the fiscal year 1955, we received 1,495 presidential protection 
cases for investigation, an increase of 61 cases over the previous yea! 
In 1955, 93 persons were arrested for making threats against the 
President. While we are not asking for additional help ‘for direct 
presidential protection, if funds are granted for 25 additional agents 
they will be used to strengthen presidential protection when the 
President is traveling and in any unforeseen emergencies. 
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| have expressed my appreciation to this committee in the past for 
its consideration in giving us all the help possible for the protection 
of the President. With your continued support, I propose to dis- 
charge all phases of this great responsibility as efficiently and as 
effectively as possible. 

Secret Service agents were sent to Switzerland in June to complete 
advance arrangements for the protection of President Eisenhower 
during the historic “meeting at the summit” held in Geneva in July. 
lam elad to report there were no incidents, and that we received the 
finest cooperation from the Swiss police. 

Agents also made security arrangements for the visit of Vice Presi- 
dent Nixon to Central America, and were: assigned to protect him 
throughout the trip. 

Much of the potential danger to the President stems from individ- 
uals who are mentally ill. Of those investigated for making threats 
against the President, 98 percent were found to have paranoid tend- 
encies or to show definite signs of other mental disorders. 

One man we arrested at the post office in Washington, D. C., had 
made veiled threats and insisted that he must see the President in 
person. This man has been diagnosed as a very dangerous psvchotic 
and it is interesting to note that he had been arrested by agents of 
this Service 19 vears ago at the same post office for writing threatening 
letters to the White House, and that he was subsequently committed 
to a mental institution. We had been seeking him since October 
1954 after his escape from a State hospital. 

Last October we arrested a man at Fort Eustis for writing an 
obscene letter in which he threatened to shoot President Eisenhower. 
At the time of arrest he was found to be in possession of a .45 revolver 
which he had purchased only the week before, and he told the inter- 
viewer that he intended to attempt to use it on the President. He 
was hospitalized for observation in Washington and subsequently 
transferred to the Veterans’ Administration hospital at Augusta, Ga. 


EDUCATION 


Prevention of crime: We are continuing our efforts to educate the 
public in the detection of counterfeit money, and you may be interested 
to know that in 1954 the Government Printing Office sold 20,000 
Know Your Money booklets, the booklet having been on their best 
eller list since 1940. 

Strenuous efforts are also being made to educate merchants to 
require proper identification when cashing Government checks. Mer- 
chants are still accepting social security cards as identification and we 
have repeatedly warned that such cards are not proper identification. 
At our request, in an effort to facilitate investigation of forged social 
security checks, the Social Security Board has agreed to notify each 


| social security beneficiary how to safeguard his checks and wha to 
| do if checks are lost or stolen. 

During the year several ranking police officials of foreign govern- 
| ments, including Indonesia, Thailand, the Philippines, Venezuela, 
and South Africa, visited the Secret Service by arrangement with 
the Foreign Operations Administration to discuss enforcement of the 


counterfeiting laws and methods and techniques employed in the 
protection of dignitaries. 
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EQUIPMENT 


In former years the Secret Service has been able to allocate a very 
limited amount of funds for purchases of equipment, with the result 
that we have been badly handicapped. We have acquired some sur- 
plus equipment by transfer or loan, but usually it is in poor condition 
when released by other agencies. For instance, we are using some 
typewriters over 20 years old which we have never had money to 
replace. This year we are asking for funds to purchase 15 portable 
typewriters which are urgently needed by agents who must type their 
reports while on trips away from their headquarters. 

We are also asking for funds for radio equipment in Los Angeles 
and Cleveland, where we have had an unusual amount of counter- 
feiting activity requiring surveillance. Cars equipped with two-way 
radio provide invaluable assistance in such work and conserve maui- 
power. For example, an agent keeping a suspect under surveillance 
in Kansas City reported that the suspect had departed by automobile 
and was heading out of town. The suspect was followed to a house 
in a sparsely settled part of the country and a second agent - another 
radio car was directed to the first agent. Through car-to-car contact 
two agents were able to keep several suspects under sanana as 
they made several short trips by car in the vicinity of the isolated 
house. 

We are asking for one polygraph machine, or lie detector, which will 
be of considerable value to us. You may be interested to know that 
with the cooperation of the United States Army our agents are per- 
mitted to take a thorough and extensive 9-week course in the use of 
the polygraph. We feel most fortunate receiving this cooperation, 
as the United States Army at Camp Gordon undoubtedly has one of 
the best polygraph schools in the country. 

We are requesting 10 new cars for the use of the 25 additional 
agents, in addition to the usual 30 cars for replacements. 

As an example of our strict economy, an agent in one of our field 
offices recently purchased, on the installment plan at his own expense, 
a dictating machine costing $300 so that when he is out of town he 
can dictate reports and send the disks to his office for transcription. 
I think this is a good example of the interest and spirit of our 
employees. 

As you are aware, crime is incre asing generally, one reason being 
the increase in population and we are in need of additional agents. 
A few years ago some cities were of such a size that it was necessar\ 
to have only one man in a town to take care of all duties under our 
jurisdiction; in some such cities we must now assign two or three men 
due to increases in population and cases under our jurisdiction. 


WHITE HOUS£& POLICE 


For the White House Police $859,000 is requested, an increase of 
$59,000 over the 1956 appropriation. This increase will be required 
to cover the increase due to changes in pay scales authorized by 
Congress and not included in the regular 1956 appropriation. The 
same number of police are requested in 1957 as allowed for 1956. 
The force of 155 is the minimum number required to protect the 
Executive Mansion and grounds, properly supervise the tours of 
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public visitors through the White House, and assist with their services 
at press conferences and social functions. The White House Police 
; are also closely allied with the Secret Service agents in protecting the 
President and his family while in residence. 
, During the fiscal year 1955 the White House Police interviewed and 
turned over to the Secret Service 106 mentally disturbed persons who 
p called at the White House. They — the tours of 844,201 
) public visitors, a daily average of 3,310 for 255 days. The force 
e covered 30 press conferences of the President, having an attendance of 
r 5,408 persons, and assisted with their serv ices at social functions hav- 
ing a total attendance of 26,126 persons. 
S In addition to the efficient accomplishment of their protective 
duties, the usual training in all types of firearms, first aid, and fire 
\ fighting, 48 members of the force attended the White House Police 
\- School. 
€ GUARD FORCE 


0 The appropriation requested for the Treasury Guard Force is 
y $287,000, an increase of $19,000 over the 1956 appropriation. This 
‘t increase will be required to cover the increase due to changes in pay 
is scales authorized by Congress and not included in the regular appro- 
rH priation for 1956. 
This will provide for 71 employees, with related expenses, which is 
1 the same number provided for 1956. 
ut The requested employees are necessary for the protection of the 
r- Main Treasury Building and Treasury Annex, comprising a total 
of operating space of 1,105,086 square feet housing 15 Treasury organi- 
n, zations. 
of It is the responsibility of the guard force to protect and safeguard 
the money vaults and cash and coin rooms to prevent theft or burglary. 
al In addition to the protective assignments, the guard force provides 
informational and personal assistance to the general public who visit 
Id the Treasury buildings. 


se, The guards receive continuous training in protective techniques 
he and use of various types of firearms as well as fire-fighting and first aid. 
yn, Speaking, Mr. Chairman, of the guard force, it might interest you 
ur to know that we gave an award to one of our guards on January 13, 


a reward of $100. Actually it amounted to $82 after deducting 
ng withholding taxes. 


ts. In this case, to show you the type of men we have in the guard 
ry force, he located and obtained a lot of surplus lead for us to use in 
yur the manufacture of reload ammunition without cost to the Service. 
en He was also able to obtain a sewing machine to be used in making 


alterations and mending uniforms, resulting i in a considerable saving 
to the Secret Service. For that we felt he was entitled to a reward 
for his interest and the resulting economy. 


. NATIONAL CIVIL SERVICE LEAGUE 

"eC 

by Mr. Gary. In that connection, it is my understanding the National 
he Civil Service League has established a program for granting awards 
56. to Federal employees who exemplify in an outstanding manner the 
the primary characteristics of the career service—competence and efli- 
of ciency, character, and continuity of service. This is directed to the 
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league’s objective of increasing the prestige of the public service by 
bringing to national prominence some of the significant careers in the 
Federal service. The awards will be granted on an annual basis and 
are to be known as the Career Service Awards. Ten awards will be 
granted each year. 

T understand that Chief U. E. Baughman was 1 of the 10 outstand- 
ing career employees in the Federal Government who received the 1955 
Career Service Award made by the National Civil Service League, a 
nonpartisan citizens’ organization for good government. 

I take very great pleasure in congratulating you upon receiving that 
award, si 

Mr. Baucuman. Thank you, Mr. Chairman. I would just like 
to say that while it was a great honor, nevertheless I feel it is a tribute 
to the entire Secret Service, who worked 100 percent with me in try- 
ing to improve the Service and do a better job. 

Mr. Gary. We are always very happy to see the abilities of our 
Government officials recognized in this manner by outside organiza- 
tions. J amsure the entire committee joins me in my congratulations 

Mr. Baucuman. Thank you. 


THEFTS FROM MAILBOXES 


Mr. Gary. Chief, when the Chief Inspector of the Post Office 
Department appeared before us he told us of the increase in the 
number of cases that Department has had due to thefts from mail- 
boxes, and he said that in a large number of those cases they had 
found that the offenders were narcotic addicts and were stealing to 
obtain funds with which to purchase narcotics. Have vou noticed 
a similar situation in your work? 

Mr. BauGuMan. That is very true. I do not know the percentage. 
It is a large number. I would not say it is the majority but every 
day we are arresting addicts for the forging of Government chec ks. 
In some cases they have admitted spending $20 or $30 a day for these 
narcotics. 

Mr. Gary. What are the courts doing with those cases? 

Mr. BaucuMan. In each case where we find a narcotic addict is 
responsible for forging a Government check, we of course give that 
information to the “Bureau of Narcotics, and I know the ‘v are keeping 
a record of such offenders, but the court in some instances might send 
them to the institution at Lexington. 

Mr. Gary. The Government institution for the treatment of 
narcotic addicts at Lexington? 

Mr. BaucuMan. Yes. We have had several people sent there 
for treatment. Others, of course, are sent to jail. 

Mr. Gary. That was one of the reasons why I asked the question. 
Are the courts availing themselves of the opportunity of using the 
facilities of the institution at Lexington to treat these people when 
they are brought in for law violations? 

Mr. Baucuman. I really could not answer as to the overall picture 
there, Mr. Chairman. Some of our forgers are being sent there and 
they are former addicts. As for the information we give to the Bureau 
of Narcotics, whenever we run across anybody who has anything to 
do with narcotics we let them know. 











Mr. Gary. Off the record. 
(Discussion off the record.) 





Mr. Gary. This appropriation is broken down into three items, 


Mr. Baughman. 


SALARIES AND Expensss, U. S. Secret SERVICE 


Program and financing 


Program by activities 


1955 actual 


1. Suppressing counterfeiting and investigating check and 


bond forgeries 
2. General administrative services 
3. Executive direction 


‘Total obligations 
binaneing 


Appropriation (adjusted) 
Proposed supplemental due to pay increases 


Obligations 


Object classification 


)tal number of permanent positions 
‘rage number of all employees 
nber of employees at end of year 








Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade__...... 


01 Personal services: 
Permanent positions 
Regular pay above 52-week base 
Payment above basic rates 


fotal personal services 
lravel 
Transportation of things 
04 Communcation services 
Printing and reproduction 
Other contractual services. . 
s Supplies and materials 
4 Equipment 
Refunds, awards, and indemnities 
laxes and assessments 
vouchered 


Total obligations 


$2, 479, 024 
123, 938 


52, 262 


2, 655, 224 


2, 655, 224 


by objects 


1955 actual 


438 
381 
406 


$5, 326 


GS-8.4 


$2, 168, 668 


WK 727 
2U, (di 


2, 197, 733 
225, 816 
19, 102 
44, 255 

Y, 625 

55, 382 
5S, 225 


29, 335 





1956 estimate 


$2, 951, 335 
137, 595 


55, 070 


3, 144, 000 


2, 960, 000 
184, 000 


1956 estimate 


438 
412 
412 


$5, SSO 
GS-8.6 


$2, 447, 640 
&, SOR 
186, 012 


2, 642, 250 


246, 900 | 


20, 650 
44, 800 
¥, OOO 
52, 400 
62, 000 
39, 500 

200 
1, 300 
25, 000 


3, 144, 000 


1957 estimate 


$3, 


182, 


3, 374, 


1957 estims 


‘fp 


$5, 


GS 


2, 589. 
214, 5: 


804 


ad 


045 


,075 
, 880 


000 


OOO 


ate 


163 
434 
437 


902 
8.5 


696 


220 
900 


4 400 


, 800 


000 


5 00) 


, 250 


730 
200 


, 300 
, 000 
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Budget authorizations, expenditures, and balances 


| | 
1955 actual | 1956 estimate | 1957 estimate 


BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation. - bi $2, 438, 000 $2, 960, 000 
Transferred from— | 

“Acquisitions, construction, and improvements, Coast | | 

Guard”’ (68 Stat. 808) 200, 000 

“‘Operating expenses, Coast Guard’’ (69 Stat. 240). 17, 224 


$3, 374, 000 


Adjusted appropriation. e 655,224 | 2, 960, 000 | 3, 374, 000 
Proposed supplemental due to pay increases | 184, 000 i 
Obligated balance brought forward ‘ 138, 540 201, 164 143, 45] 


Total budget authorizations available 2, 764 3, 345, 164 


EXPENDITURES AND BALANCES 
Expenditures— 
Out of current authorizations _- 2, 454, | 2, 823, 640 | 
Out of anticipated supplemental appropriation | 176, 909 
Out of prior authorizations ___- 35, ¢ 201, 164 
Total expenditures__. ‘ 2, 590, 3, 201, 713 
Balance no longer available (other than unobligated, expiring 
for obligation) - ---- . 71 | : nd 
Obligated balance carried forward___- j Y j 143, 451 | 


Total expenditures and balances 2, 76 3, 345, 164 


SUMMARY JUSTIFICATION DATA 


First we have “Salaries and expenses of the United States Secret 
Service.”’ In that connection we will insert pages 220 and 221 of the 
justifications in the record. 

(The information is as follows:) 


Analysis of appropriation base for fiscal year 1957 


Regular appropriation, 1956 act __--~- 
Supplemental appropriation for 1956- 
Total appropriation, 1956_-__-- = - 12, 960, 000 
teductions: 
Activity 1. Suppressing counterfeiting and investigat- 
ing check and bond forgeries___-- $48, 797 
Activity 2. General administrative services _ - 7 520 
Activity 3. Executive direction__-- ve ae 190 
49, 507 
Additions: 
Activity 1. Suppressing counterfeiting and investigat- 
ing check and bond forgeries___- 179, 695 
Activity 2. General administrative services - -- <s 9, 195 
Activity 3. Executive direction_-_- -- - ; 3, 690 
Total_ _- Peas 7 ; _-- 192, 580 
Adjustment in base (net) - ee eg , +143, 073 


Appropriation base for 1957 be 3, 103, 073 
Increase Over appropriation base for 1957__-- --- ; 270, 927 


Appropriation estimate for 1957__------- piaticag 3, 374, 000 


Increase or decrease from total appropriation, 1956 +414, 000 


1 Does not include anticipated supplemental for 1956 to cover the cost of authorized pay increases, 





Comparison of appropriation base with appropriation estimate for 1957 


micninramaais —————- . — iii scasiacttanibiiecinammibbsaaabaiiali 
Appropriation base | Appropriation esti- Increase (+) or 
for 1957 | mate for 1957 decrease (—) 
Activity ees : = oe 








Average | Average Average | 
Average | amount | AVerage| amount | Average 


| Amoun 
| positions positions positions ount 


Suppressing counterfeiting and 

investigating check and bond 

forgeries $2, 911, 118 $3, 182, 045 32 | $270, 927 
General administrative services __| 2 137, 075 ; 137, 075 | 
Executive direction _- _- 54, 880 } 54, 880 


Total 3, 103, 073 3, 374, 000 | 32 | 270, 927 

ijustment in base (net 143, 073 +-143, 073 
lotal appropriation for 1956, 
ind appropriation estimat 

for 1957 412 2, 960, 000 3, 374, 000 2 414, 000 


GENERAL STATEMENT 


Phe funds requested under this appropriation are for the administrative costs 

connection with the operation of the United States Secret Service and the carry- 

g out of the basic functions with which the Service is charges, including the pro- 

tion of the President of the United States, the members of his immediate 

family, the Vice President, at his request, and the person chosen to be President 

he United States, at all times and under all conditions; the detection and arrest 

f persons engaged in counterfeiting, forging, or altering of any of the obligations 

r other securities as well as coins, of the United States and foreign governments: 

linvestigafions of personnel, tort claims, and other noncriminal cases as directed 
the Secretary of the Treasury (title 18, U.S. C. sec. 3056). 


EXPLANATION OF LANGUAGE CHANGES 


\ change in the appropriation language is necessary to permit the purchase of 
{0 passenger motor vehicles, 30 of which are for replacement only. 

Che following language is deleted per Public Law 57 ‘Point of Order’? Act (69 
tat. 82 [and arms and ammunition]. 


Analysis of appropriation base 


Net change in base, 
Adjustments in base increase (+ de- 
crease ( ) 


Appropriation allo- 
cation for 1956 


\verage | amount Reduc- | additions | Average 


unt 
positions tions positions Amount 


ippressing counterfeiting 
nvestigating check and 
reeries ), 220) 797 ; ; =—19 + $130, 898 
General Administrative services , 28, 400 < 
eae Ghira ANELAT . 51, 380 ‘ +3, 500 


+8, 675 


otal 2, § O00 9, 7 192, 5 +143, 073 
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Mr. Gary. It appears from those tables that the appropriation for 
salaries and expenses for 1956 was $2,960,000. The appropriation 
plus the pay supplemental was $3,144,000. The estimate for 1957 
is $3,374,000, an increase over the appropriation plus pay increas: 
for 1956 of $230,000. 

Will you tell us just what that increase is for. 

Mr. BaucuMan. That is increased due to the change in pay scales 

Mr. Gary. With the pay scale it would be $3,144,000. 

Mr. BaucuMan. Excluding that it is $230,000. 

Mr. Gary. That leaves you $230,000. Just explain the reason for 
the increase of the $230,000. 


ADDITIONAL AGENTS 


Mr. BauGuMan. That is for the 25 additional agents we are re- 
questing at grade 7. 

Mr. Gary. What is that grade 7? 

Mr. BauGcuMaAN. The starting salary is $4,525 

Mr. Gary. Are they field agents? 

Mr. BauGHMaNn. Yes. 

Mr. Gary. If you get the 25 requested how many agents will you 
then have altogether? 

Mr. BaucuMan. That would be about 297 or 298 agents. 

Mr. Gary. Altogether? 

Mr. BaucuMan. Altogether. That includes agents in the field and 
in Washington. 

Mr. Gary. Explain to us the need for those additional 25 agents 

Mr. Baucuman. That is mainly due, Mr. Chairman, to our great 
increase in receipt of forged Government checks and the fact that we 
have such a large backlog. If we get these 25 agents, in a matter of 
time—not within the next year—but gradually, we can decrease this 

caseload and get down to a current basis as promptly as_ possible. 
We now have some cases on hand which are over a year old. As you 
can realize, when investigating a case which is over a year old one is 
not likely to be so successful in solving it. 

Then it is also a hardship on the payees, to wait any length of time 
until they receive a duplicate check. It is not only that we investigate 
the possible criminal offense, but also the civil side. In other words, 
the Treasurer’s Office will not issue a duplicate check until we have 
submitted a settlement report saying that the payee has made a 
just claim. 

Mr. Gary. In other words, because of the increased workload 
and the present backlog you think that you need 25 additional agents 
to keep up the work of your office? 

Mr. BauGcuMan. Yes, sir. I feel they are necessary because, as | 
said, we are just not making any progress. With these 25 agents | 
think we would fill the weak spots we have in some of our offices so 
that they can get down to a current level. 


ARRESTS AND TRIALS 


Mr. Gary. You stated that you arrested 3,269 persons in 1955 
Does that mean calendar year 1955? 
Mr. BaucuMan. Fiscal year 1955. 
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Mr. Gary. How many of those were brought to trial? 

Mr. BAUGHMAN. 91.9 percent were brought to trial; 1.8 pereent 
were acquitted. In 1.3 percent of the cases the indictment was dis- 
missed. In nine-tenths of 1 percent of the cases they were not in- 
dicted. Miscellaneous dismissals amounted to 4.1 percent. This 
covers a total of 3,242 persons. 

Of those persons who actually went to trial 98.1 percent were 
convicted. 

SENTENCES 


Mr. Gary. Judging from the statistics you cited in your statement 
t would seem that the judges were giving some rather light sentences 
on some of these cases. 

\MIr. BAuGHMAN. Yes, it is very disappointing. Certainly there is 
no discouragement to a check forger, from our viewpoint. I realize 
judges have their own problems and they have the perogative in the 
sentencing of these offenders, but it is getting very serious now. ‘That 
is why I feel concerned about it. 

We had a case in New York. We had been trying to get the evi- 
dence against this man to arrest him for 6 or 7 months. He is what 
we call a big-time thief or a fence. People would come to him with 
stolen forged checks which he would dispose of through other crimi- 
nals. Of course, they would all share in the profit. Finally we were 
able to make a case against him. He had a prior record and we thought 
certainly, ‘““This will stop this gang or group of thieves.”’ In court he 
was placed on probation. 

Mr. Gary. We have discussed it once before, but I do not believe 
in general offenses such as counterfeiting and check forgery there is 
any specific provision in the law for a second offense; is there? 

Mr. BAuGuHMAN. No, not with forgers or counterfeiters. 

Mr. Gary. And none for a third offense? 

Mr. BavGuMan. No. 

Mr. Gary. It seems to me that that is one provision that the Fed- 
eral Government might well adopt. 

In Virginia—and | think in most of the States, though the laws 
vary in the States—when a person is oe a second time there 
is an automatic 5-year penalty attached, if | am not mistaken. I 
may be mistaken in that, but I know that the ‘re is an automatic life 
sentence for a third conviction of a felony. 

Mr. Baveuman. I can see in the first offense that there might be 
extenuating circumstances, or even a second offense. But when one 
commits the third offense and is convicted, 1 can see no reason for 
leniency. 

Mr. Gary. They have adopted some of these progressively increas- 
ing penalties in narcotics cases. 

Mr. BauauMan. Yes. 

Mr. Gary. I think that is highly desirable. There was a state- 
ment made by the chairman of the Senate committee recently investi- 
gating this narcotics situation that they would probably recommend 
capital punishment for sale of narcotics. Frankly, I do not think 
any punishment is too severe for a person who is actually engaged in 
undermining the health, morals, and character of our people, and 
particularly the youth of our land, by selling them narcotics. 

But I think we also ought to consider stepping up the punishment 
in some of these other cases in second and third offenses. 
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BREAKDOWN OF ITEMS 


How much money is required for each item in the paragraph of the 
opening statement which shows a total request of a $230,000 increase? 

Mr. BaucuMan. For the 25 agents it will amount to $98,985. 
That is on the basis of 10% months instead of the full year. 

The 10 clerks we are asking for to maintain the 1956 level of employ- 
ment will amount to $34,150. 

The projection to a full 12-month basis of the cost of promoting 
39 GS-7 agents to GS-9 will cost $8,921. 

The additional compensation for overtime differential, Public Law 
763, will be $28,512. 

The additional travel cost will be $25,000. 

The replacement of 30 automobiles will be $34,500. 

Mr. Taytor. The replacement of 30 automobiles would be $34,500, 
but this amount is not a part of the increase since it is already in the 
1956 appropriation. It is merely leaving it in there for the purpose 
of replacing a similar number of cars in 1957. 

In addition to that, $13,500 is asked to purchase 10 new additional 
cars. 

Mr. BavucuMan. The freight on the cars is $2,750. The storage 
for the 10 additional cars is $1,800. The gas, oil, and grease for 10 
additional cars is $3,250. 

There are 15 portable typewriter replacements, to cost $1,155; 5 
mimeograph machines will cost $1,500; 3 visible steel filing cabinets 
for general files, $1,000; a polygraph machine, $1,275. 

The radio equipment for Los Angeles and Cleveland will amount 
to $18,300. 


) 


STATISTICS ON WORK OF SERVICE 


Mr. Gary. We will insert at this point in the record the tables 
appearing on pages 224, 225, 226, 227, 228, and 229 of the justifica- 
tions. 

(The information is as follows:) 


In addition to the special details, there is a Protective Research Section. 
Threatening, abusive, obscene, or other categories of communications, in the 
thousands, are referred to this Section by the White House staff to be examined 
immediately upon receipt in order that necessary action may be instituted in 
cases involving the security of the President, members of his family, and the 
Vice President. 

Investigations of these communications and other protective assignments re- 
quired 157,686 hours or 22.7 percent of the total hours worked by the field force 
in the fiscal year 1955. 

During the fiscal year 1955 the Protective Research Section processed 19,615 
cases as compared to 18,436 for the previous year. Out of this total 1,495 cases 
were evaluated as potentially dangerous and referred to the field for investi- 
gation as compared to 1,434 cases referred to the field in 1954. While the 
increase was not great, no decrease is anticipated. If domestic and international 
tensions continue an increase may be expected. 


Protective research cases requiring field investigations 


a | == a) oe 5 ' 
Cases re- | Cases 
| « ‘ived closed 

j 


| 
Cases pend- |Cases pend- 


| Convie- | 


ing, close | Arrests ; 
ing, close Arrest tions 


of year 


Fiscal year ing court 


action 


2, 831 | 110 
1, 679 | 64 | 
1,020 478 | 
1, 905 | 
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SUPPRESSING COUNTERFEITING 


The suppression of counterfeiting is one of the major responsibilities of the 
Secret Service. There has been no appreciable reduction in this activity in the 
past 5 years. During the past fiscal year $1,027,179.07 was received in comparison 
to $355,299.32 for the fiscal year 1954, an increase of $671,879.75. This repre- 
sents an increase of 190 percent in counterfeit notes and coins received. Through 
effective enforcement in capturing counterfeit plants before the notes could be 
placed in circulation the Secret Service seized $919,721.75 in counterfeit notes and 
coins in 1955. Due to this effective work the actual loss to the public was only 
$107.457.32, whereas in the previous year the public was victimized to the extent 
of $145,933.71. 

Counterfeiting investigations required 74,410 hours or 10.7 percent of the total 
hours worked by the field force in the fiscal year 1955. 


Counterfeit cases 





|Cases pend-| Convince |Cases pend- 
ing close | Arrests tions ing court 
of year action 


Cases 


Cases re- | 

ceived | closed | 
|— 
| 
| 


1, 230 1, 237 216 | 266 126 

1, 410 1, 405 221 | 168 110 

1, 270 1, 277 | 214 | 190 91 

1, 258 1, 245 | 227 176 59 
| 





Counterfeit notes and coins confiscated 


New note issues | Plants seized 

In cir- Captured 
culation in plants | 
Foreign | Domestic | | Notes | Coins 


Fiscal year So ee ee 


94 | 50 $521, 188 $918, 249 | 10 
15 30 379, 862 | 394, 069 10 
24 26 | 178, 385 115, 737 ‘ 12 
22 41 | 145, 934 | 209, 365 | 19 
14 110 107, 457 | 919, 722 





FORGERY AND FRAUDULENT NEGOTIATION OF GOVERNMENT CHECKS 


The number of claims filed with the Treasurer of the United States and referred 
to the Secret Service for investigation and report arising as the result of irregu- 
larities in connection with Government cheeks such as fraudulent negotiations 
and forged endorsements increased considerably in the past year. These claims 
required careful investigation and reports by the Secret Service to the Treasurer 
of the United States for her guidance in determining the civil settlement in the 
case and for the United States attorney for his guidance in connection with criminal 
action. During the fiscal year ended June 30, 1955, this Service received 33,260 
check forgery cases as compared with 31,931 in 1954 and 27,720 in 1953, indicating 
a marked uptrend in this type of criminal activity. 

Investigations of check cases required 356,193 hours or 51.3 percent of the total 
hours worked by the field force in the fiscal year 1955. 


Check forgery cases 





| | | 
ie . Cases pend- . : Cases pend- 
“s ases re- Cases : } onvic- 
Fiscal year — ae | ing close | Arrests : san ing court 
| , of year | , | action 
| 


28, 586 | 30, 091 | 2,144 | 1, 963 | 
27, 720 | 26, 179 | 9, 045 | 2, 284 | 1, 993 | 
31, 931 | 28, 837 2, 139 | 2, 609 2, 434 

33, 260 | 30, 177 | 5, 222 | 2, 825 779 





The increase in the number of check cases received for investigation is in part 
attributable to an increase in the number of Government checks paid. 
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Ratio of check investigations to number of checks paid 


Check inves- 
tigations 
received 


Number of 
| checks paid 


307, 033, 322 | 
315, 191, 894 
320, 046, 892 


Number of 
check inves- 
tigations per | 

million 
checks paid | 


Value of 
check cases 
closed 


93 
RR 
100 


329, 529, 062 


101 | 


Check cases received in 1955 increased 4.2 percent over the number received in 
1954 and although the force was able to increase closings by 4.6 percent over the 
previous year the backlog of pending cases increased 25.4 percent. 

FORGERY AND FRAUDULENT NEGOTIATION OF 


GOVERNMENT BONDS 


During the fiscal year 1955 this Service received 5,607 bond cases for investiga- 
tion as compared to 4,034 received in 1954. This represents an increase of 39 
percent over the previous year and the highest number received since 1951. 
Although 1,419 more cases were closed in 1955 than in 1954, the backlog of cases 
pending investigation increased from 2,063 to 2,709 due to the large increase in 
the number of cases received for investigation. 

Bond investigations required 25,095 hours or 3.6 percent of the total hours 
worked by the field force in 1955. 


Bond forge ry cases 


Cases pend 


ing close 
of year 


5 
83 | 


The value of bonds in closed cases in 1952 was $379,209; 1953, $355,565; 1954, 
$326,852: 1955, $437,104. 
» Long delays in the investigation of bond cases creates inconvenience to the 
rightful owners since duplicate bonds are not issued until a most thorough investi- 
gation has been made to definitely determine that there is no indication that the 
owner participated in the proceeds, forgery, or fraudulent negotiation of the 
originals. 

MISCELLANEOUS INVESTIGATIONS 


In addition to its protective assignments, the detection and arrest of persons 
violating the laws of the United States relating to counterfeiting and the forgery 
and fraudulent negotiation of Government checks and bonds, the Secret Service 
is charged with the investigations pertaining to 

1. The false making, forging or counterfeiting of Government transporta- 
tion requests. 

2. Certain violations of sections pertaining to the Federal Deposit Insurance 
Corporation, Federal land banks, joint stock land banks, and national farm 
loan associations. 

3. Government Losses in Shipment Act. 

4. Gold Reserve Act violations. 

5. Silver Purchase Act. 

6. Personnel security investigations for designated bureaus of the Treasury 
Department. 

Miscellaneous investigations required 65,469 hours or 9.4 percent of the total 
hours worked by the field force in 1955. 





203 


Miscellaneous cases 


Cases — Convie. goes 
Ing C1OSE tions } ing cour 
of year | action 


Cases re- Cases 


iscal year ceived closed 


3, 144 3, 4 370 
3, 726 3, 72 370 
2, 694 2. 7 328 


2, 370 ; 359 


Tabulation of total hours worked by personnel assiqned to the field service for 
I gned 
fiscal year ending June 30, 1956 


Agents, hours| Clerks,hours; Total hours 


worked worked worked Percentage 


Physical protection, investigation, and surveys 144, 071) 13, 615 157, 6861, 
Counterfeiting 55, 74834 18, 661] . 410! 
Check forgery 224, 34414 101, 708 356, 19344 
Bond forgery 16, 920 , 175 5, O95 
Other criminal 4, O89 4.473 3, 562 
Noncriminal 10, 417! 11, 490 51, 90714 
Public education 3, 547 1, 313% , 86014 
Office 1,877% s, 914 10, 791% 


Total hours worked 196, 06534 168. 440 694, 50614 100.0 


Statement showing disposition of criminal cases for the fiscal years 1952, 1953, 1954, 
and 1955 and the number of cases pending as of June 30 


Dismissed 
before in- 
dictment 


Indictment Not in- 
dismissed dicted 


Died be- 


Fiscal year Convicted | Acquitted fore trial 


‘Total 


126 


Disposition—Ratio 


Convicted 

Acquitted ‘ 
Indictment dismissed 
Not indicted 
Miscellaneous 


Cases that went to trial—ratio 


1952 1954 


Convicted ; xian 3 98. 6 
Acquitted _. ; ‘ ] 1.4 
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Cases awaiting action of the courts as of June 30 


1953 








Counterfeit notes 

Counterfeit coins 

Altered obligations 

Other counterfeiting -- Saeceaie ea a ’ f : 
Check forgeries. ; ies ws ao i 572 | 
Bond forgeries bien ale ; er 31 
All other Boas = s . ies | 102 


&31 





Actual workload for 1954 and 1955 and estimate for 1956 and 1957 based on each 
agent engaged in investigative work closing an average of 16 cases per month 
192 cases per year) 





1954 actual 1955 actual | 1956 estimate | 1957 estimate 


Average number of agents ( 207 
Investigations: 

Counterfeit cases: 
Pending July 1_-- 
Received 
Closed _. 

Pending June 30 

Check cases 
Pending July 1 
Received 
Closed 
Pending June 30_-- 

Bond cases 
Pending July 1 
Received 
Closed 
Pending June 30 

Protective research cases 
Pending July 1 
Received 
Closed 
Pending June 30 

Other criminal and noncriminal cases 
Pending July 1 
Received 
Closed 
Pending June 30 

Total cases 
Pending July 1 
Received 
Closed _ - 

Pending June 30 
Average pending cases per agent 


NUMBER OF EMPLOYEES 


Mr. Baucuman. Mr. Chairman, if you want to insert this so that 
it will be exact, for 1957, if these 25 additional agents are granted, 
we will have exactly a total of 298 agents, 99 field clerks, 6 special 
officers—which is a total of 403—and then in my own departmental 
offices there are 34, or a total of 437 employees. 


BACKLOG OF CASES 


Mr. Gary. You stated you have 18,585 cases on hand, the greatest 
backlog in history. You say that this represents an average of 90 
‘ases per agent. It does not work out that way. If you multiply 
90 cases by the number of agents it will give a different total. If you 
divide the 18,585 cases by 90 it gives a number of around 206 agents 


7 


instead of the 273 you have now. 
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Mr. BaucuMan. That average is on the basis of 207 agents on 
investigative work. In 1957 we will have a total of 298 agents, but 
that includes agents assigned to Presidential protection and several 
inspectors. 

Mr. Gary. You have a total of 273 agents. 

Mr. Baucuman. Now, yes, but we have agents assigned to presi- 
dential work. In other words, in our 57 field offices we have 207 
agents or investigators, and that includes agents in charge. 

Mr. Gary. They have a workload of approximately 90 cases 
apiece? 

Mr. BAUGHMAN. Yes. 

Mr. Taytor. Sir, if you will look on page 229 of the justifications I 
have set up the workload and the number of investigative agents. 
Those agents, of course, are exclusive of agents on Presidential per- 
sonal protection. 

Mr. Gary. Off the record. 

Discussion off the record.) 


COMMENDATION OF CHIEF BAUGHMAN 


Mr. CanrFretp. Chief Baughman, I, too, desire to salute you today 
on being one of the 10 recipients of the ‘national civil service distinction 
awards. The publicity incident thereto was first called to my atten- 
tion by Mrs. Canfield, who has been well informed concerning the 
record lanai by you and your Service. 

It is just like you to be so modest about it, and it is just like you to 
insist that the award really was one to the Service as a whole. 

I have also been glad in recent days to learn that you are active in 
the Boy Scout movement. 

Mr. Bauguman. Thank you, Mr. Canfield. 

Mr. Canrretp. Are you currently in this wonderful work? 

Mr. BauGHMAN. Yes. I am on the executive board of the National 
Capital Area Council here in Washington. 

Mr. Gary. Will the gentleman yield? He is also becoming a 
television actor of note. I saw him not long ago on What’s My Line. 
He had the panel entirely baffled as to his identity. 

Mr. Baucuman. I think they caught on to me right away. 

Mr. Canriep. Off the record. 

(Discussion off the record.) 


DOPE ADDICTS 


Mr. Canrietp. The chairman has called to your attention some 
testimony presented to this committee by the Post Office Department 
to the effect that ofttimes those who are caught stealing checks and 
forging them are known dope addicts. Does your Service, Chief, 
work closely with the post office inspectors in this challenge? 

Mr. BavauMan. Oh, ves, very closely. Of course, they are inter- 
ested in theft from the mail and we are interested in the forgery. 
We transmit information back and forth frequently. 

Mr. CanFietp. You feel, too, that many of those engaged in this 
nefarious business are addicts? 

Mr. BAuGHMAN. Quite a number, Mr. Canfield. 

Mr. Canrievp. In connection with those that you pick up for 
counterfeiting, are many of those addicted to narcotics? 
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Mr. BaucuMaNn. No. Strange to say, they are not. We have had 
a number of counterfeiting cases where the criminals—and when | 
refer to ‘‘criminals” I mean those with lengthy police records—have 
been arrested for handling or selling narcotics, but are not addicts 
themselves. 

Mr. CanFiELD. I made a statement for the record last year, and |] 
should like to repeat it in brief today. I think the most sordid thing 
that has happened in the Nation’s Capital during my few years of 
residence here was the disclosure a few years back that the officer in 
charge of the Narcotics Squad rs the Metropolitan Police Department 
right here in Washington, D. C., was part and parcel of a narcotics 
racket. I hope nothing like a will ever happen here again. 

Mr. BaveuMman. Dishonesty is bad enough in any police depart- 
ment. 

Mr. Canrieip. That is about the lowest of all lows. 

Mr. Baucuman. I do not think you can get any lower. 

Mr. CanFieLp. I agree with you. That is about the lowest of all 
lows. I think that revelation at the time shook the Nation. I just 
hope it is not being forgotten. 

As I say that, I am mindful of the dedication of this subcommittee 
to do everything it can to erase narcotics addiction in the United 
States of America. 

SENTENCES 


I agree with the chairman in what he had to say a few moments 
ago about some of the sentences being imposed on those who have been 
discovered in this counterfeiting racket. I cannot understand this 

$150 fine imposed upon this we salthy salesman who manufactured so 
many of these nickel slugs, so to speak, Can you? 

Mr. Baucuman. Well, I can only conjecture that maybe the judg 
thought that inasmuch as the defendant had no prior criminal 
record, this might be his first and last offense. But sometimes it is 
difficult to understand why some types of sentences are meted out 

Mr. Gary. It just looks to me like that man was mentally un- 
balanced. 

Mr. Baucuman. He was strictly a chiseler. 

Mr. Canrietp. When a young fellow is arrested for some traffi 
violation and a light sentence is imposed, and he reads about a fellow 
getting away with a $150 fine for counterfeiting the Nation’s currenc\ 
I do not think that is a very wholesome thing. 

Mr. Gary. I agree with you. I was not disagreeing with you 
I think he either should have been dealt a heavier criminal punishment 
or should have been turned over to the authorities for mental observa- 
tion. If he was mentally off he ought to be treated. If he was just 
a criminal he ought to have been punished more severely. 

Mr. CanFigeLp. I agree, Mr. Chairman. 

Now, there was another statement made about the clearing up of : 
$400,000 counterfeiting racket, and those found guilty received seu- 
tences ranging from probation to 74% vears. I realize that there are 
instances where one helps the State in bringing about the arrest and 
conviction of a gang and that person may be entitled to probationar) 
treatment, but your statement of probation to 7% vears for conviction 
in a racket like that does not sound good, either. 
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Mr. BauGcuMaNn. In that case we promised no immunity. As a 
matter of fact, we developed the case from our own investigation. We 
had sufficient evidence, without anyone turning state’s evidence, to 
convict all of them. 

BOND FORGERY 


Mr. Canrietp. Under the bond cases, Chief, you tell us that last 
year forged savings bonds created another big increase in the criminal- 
enforcement work of the Service. When bonds are forged and cashed 
who foots the bill? 

Mr. BaucguMan. The Government will make good. 

Mr. CaANFieELD. Where is the loss? 

Mr. Bauguman. Usually the Government will make good. In 
other words, the holder or purchaser of a savings bond never loses. 
Normally these bonds are cashed in banks. The only time the 
Government holds the bank responsible is where our investigation 
shows they were negligent in not requiring identification in cashing 
the bonds. 

Mr. Canrretp. And the Bureau of Accounts comes to us for appro- 
priated funds to make payment for those cashings, where there has 
been no negligence? 

Mr. BaucumMan. Yes, some department does. I am not sure just 
which division it is. Off the record. 

(Discussion off the record.) 

Mr. Canrietp. Mr. Chairman, I desire to express the hope that 
when you file your report for our subcommittee with the full committee 
proper attention will be given to testimony we have received today 
regarding these sentences, which most of us, Ll feel certain, think are 
very, very low. 


NEED FOR AUTOMATIC INCREASES FOR SECOND AND THIRD OFFENSES 


Mr. Gary. Is the committee willing to go along with the suggestion 
which I think is very important, that there should be automatic 
increases for second and third offenses? 

Mr. Canrieip. I would think so, speaking for myself. I would 
follow your lead in that respect. 

Mr. Gary. I think practically all the States have provisions of that 
kind. It seems to me that is entirely proper. It is automatic. 
When a man is up for trial you cannot cite the fact that he has been 
convicted before, because that prejudices the question of his guilt 
in the minds of the jury, but after he has been convicted for a second 
or third offense, then the law automatically adds penalties for those 
convictions. 

Mr. Canrietp. That is right. 

Here before us today is the Chief of a great Service, a dedicated 
public servant, telling us in the main that the great increase in his 
work is in a large part, he thinks, due to these faulty sentences. | 
think we should dwell on that subject. 

Mr. Gary. I agree with you. 

Mr. BaucuMan. I know in some sections of the country some of 
the judges have gotten real tough in sentences, and our work has 
decreased greatly. The word gets around among the criminals 
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and the underworld element. If they know they have to go to jail 
or will go to jail they will not fool around with forging checks. 

Mr. Gary. That has certainly been true with respect to narcotics. 
We increased the penalty very substantially under that law recently, 
We were told last vear by Dr. Anslinger that it had been a great 
deterrent and that there had been a reduction in violations since the 
Boggs law went into effect. 

Mr. Canrretp. Mr. Chairman, you will recall that this committee 
had something to say about the sentences being imposed in the Dis- 
trict of Columbia some few years ago, and shortly thereafter the 
picture was changed. 

(Discussion off the record.) 

Mr. Sremrnski. It is always a pleasure, Chief, to hear your state- 
ment and read your report. 

Mr. BaucumMan. Thank vou, Mr. Sieminski. 

Mr. Stemrnskr. I know of no service that has kept itself in such a 
favorable light with the public in and out of changing administrations 
as has the Secret Service. 

Off the record. 

(Discussion off the record. ) 

Mr. Steminski. I have nothing further, except to wish you the 
very best in the coming year, sir. 

Mr. BaucumMan. Thank you, Mr. Sieminski. 


SALARIES AND EXPENSES, WHITE HovusgE POLICE 


Program and financing 


1955 actual | 1956 estimate | 1957 estimate 


Program by activities: Protection of White House and | 
grounds (total obligations $785, 985 $859, 000 000 
Financing: Unobligated balance no longer available = 23 


‘ —} a 
Appropriation (adjusted) 786, 008 800, 000 59, 000 
Proposed supplemental due to pay increases_-_.....----- 7 7 5 59, 000 | 


Obligations by objects 


Object classification 1955 actual | 1956 estimate | 1957 estim 


Total number of permanent positions = 163 163 
Average number of all employees 143 155 | 
Number of employees at end of year Seer 151 155 


Average salary and grades 
Ungraded positions: Average salary _. ‘ con $4, 868 $5, 251 


01 Personal services | 
Permanent positions $722, 682 $819, 041 
Regular pay above 52-week baste 2,712 | 3, 000 
Payment above basic rates ; : 43, 485 16, 9O8 


Total personal services 5 768, 879 838, 949 38, 949 
Transportation of things 11 10 10 
Other contractual services 3,174 3, 141 | 3, 141 
Supplies and materials s 13, 373 16, 800 | 3, B00 
Equipment 43 100 100 


l 
3 


Total obligations 785, 985 859, 000 OOK 
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Budget authorizations, expenditures, and balances 


| 1955 actual | 1956 estimate | 1957 estimate 


BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation. $724, 008 $800, 000 $859, 000 
rransferred from “Salaries and expe nse . , Bureau of the Mint” | 
(Gp htet: G08).2.-2. 5.55. 5 es aig rag Ce te te oie CRO foes ee sec ~ wolaws- 
Adjustment appropriation _---- ERR TT od 786, 008 800, 000 | 859, 000 
Proposed supplemental due to pay increases. . “ar : ee a i 3 
Obligated balance brought forward = ’ 33, 752 | 64, 347 33, 740 





Total budget authorizations available__._.__...._____- 819, 760 | 923, 347 892, 740 
EXPENDITURES AND BALANCES 


Expenditures— 


Out of current authorizations el 722, 093 768, 520 | 825, 260 
Out of anticipated supplemental appropriation “ 56, 740 2, 260 
Out of prior authorizations _ uinidirmareresa toile em a 33, 165 | 64, 347 | 31, 480 
Total expenditures a dS hse ue euutie 755, 258 | 889, 607 859, 000 

Balance no longer available: | | 
Unobligated (expiring for obligations) -_-- . ont I a - 
Other 7 f 132 = 7. _ deat ‘. 
Obligated balance carried forward ‘ peers 64, 347 33, 740 33, 740 
Total expenditures and balances._...........------- 819, 760 923, 347 892, 740 


Mr. Gary. The next item is “Salaries and expenses, White House 
Police,’ for which the appropriation in 1956 was $800,000. The 
appropriation in 1956, including supplemental for salary increases is 
$859,000. The estimate for 1957 is $859,000. In other words, there 
is no change between the 2 years, if you consider the increased pay. 

Mr. BavauMAN. That is correct. 


SUMMARY JUSTIFICATION DATA 


Mr. Gary. We will insert page 238 of the justifications in the record 
at this point, and your table, analysis of appropriation base, on page 
239 of the justifications. 

(The information is as follows: ) 


Analysis of appropriation base for fiscal year 1957 


Regular appropriation, 1956 act aia kes ‘ . $800, 000 
Supplemental appropriation for 1956__-------- = 


Total appropriation, 1956___--- , _ 1 800, 000 
teductions: Activity 1. Protection of White House and 
grounds- - 3 : $2, 680 
Additions: Activity 1. Protection of White House and 
eroungs. .=.... J ea ens ; 58, 680 
Adjustment in base (net) eens ‘ __.. +56, 000 
Appropriation base for 1957___--- a Sn 856, 000 
Increase over appropriation base for 1957__-- - ee ; = 3, 000 
Appropriation estimate for 1957_- --- Ba ede 859, 000 
Increase or decrease from total appropriation, -1956____-- +59, 000 


Does not include anticipated supplemental for 1956 to cover the cost of authorized pay increases 
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Comparison of appropriation base with appropriation estimate for 195? 


Appropriation base Appropriation esti- 
en t- ‘rease CTE ‘ 
for 1957 mate for 1957 Increase or decrea 


Average ae Cantal’ 
oe Amount Average Amount A verage 


positions positions positions | Amount 


grounds 55 856, 000 55 =| =&59,000 
Adjustment in base (net —56, 000 


= 
1. Protection of White House and 
| 


Total, appropriation 1956, and 
appropriation estimate for 
1957 5 800, 000 55 859, 000 


GENERAL STATEMENT 


The funds requested under this appropriation are for expenses necessary 
maintain the permanent police force for the protection of the White House and 
grounds, including persoral services, uniforms and equipment, and arms and 
ammunition and miscellaneous supplies made in the manner the President ma 
determine, for the protection of the Executive Mansion and grounds. 


EXPLANATION OF LANGUAGE SHEETS 


The following language is deleted as unnecessary due to the enactment of Publi: 
Law 57, “Point of Order Act’’ (69 Stat. 82): “land arms and ammunition, pur 
chases to be made in such manner as the President may determine]’’. 


Analysis of approp iation base 


Net change in base 
Adjustments in base increase (+ i 
crease (—) 


Appropriation allo- 
cation for 1956 


| | 
A verage Reduc- ve ; 
positions Amount tions Additions 


Average 


positions Amour 


1. Protection of White House 
grounds 15 $800, 000 2, 680 $58, 680 


Vet change in base 
Reductio s l day’s reg lar pay above 52-week base, a nonrecurring 
item in 1957 S2. GSO 
Additions: Increase due to changes in pay seales not included in regular 
appropriation for 1956 (Public Law 244, 69 Stat. 530 58, 680 


Net increase in base 56, 000 
INCREASE FOR CHANGE IN PAY LEGISLATION 


Mr. Gary. Is that $59,000 increase due entirely to changes in the 

9 , 
law? 

Mr. BaveuMan. Yes, an increase in the pay scale. 

Mr. Taytor. Let me explain that. In 1956 we required $59,000 to 
accomplish the pay increase which would bring the amount to $859,000 
for 1956 needed to carry 155 White House Police. We are requesting 
$859,000 for 1957—the same amount. The pay increase for 1957 for 
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the same number of people would be $58,680, due to 1 day less pay in 
1957. In 1956 there are 261 days you are paid for and, in 1957, there 
are only 260 days, or 1 less day, which amounts to $2,680 which is 
eliminated in arriving at the base. Then we are requesting $3,000 to 
bring the figure of $856,000 back up to $859,000. The $3,000 is to 
take care of the stepup promotion required by law—grade 1 to 2, 
2 to 3, and 3 to 4—and that is how we arrived at $859,000, which is 
the same amount allowed in 1956 and will carry the same number of 
White House Police. 

Mr. Gary. As I understand it, while you are not asking for any 
increased personnel in this item, i you are allowed the 25 additional 
agents you request in the other item you will have more agents avail- 
able for special occasions when the President has to be guarded and 
also when he is traveling? 

Mr. BauGuMan. That is correct. Quite often in some of these 
areas where we only have 1 or 2 agents this will enable us maybe to 
have 1 or 2 more to assist and help us in addition to the White House 
detail. 

SALARIES AND Expenses, Guarp Force 


Program and financing 
1955 actual | 1956 estimate | 1957 estimate 


rogram by activities 
Safeguarding Government securities and protection of 


Treasury buildings (total obligations) -- a $265, 968 $287, 000 $287, 000 
r Inancing 
Appropriation (adjusted) - .. ae ae 265, 968 268, 000 287, 0UO 
Proposed supplemental due to pay increa 23% Sah ; 19, 000 


Obligations by objects 


Object classification 1955 actual | 1956 estimate | 1957 estimate 
lotal number of permanent positions 75 75 75 
Average number of all employees- 68 71 71 
Number of employees at end of year 63 71 71 


Average salaries and grades: 

General schedule grades: 
Average salary $3, 410 $3, 638 $3, 671 
Average grade - -_- GS-3.5 GS-3.3 GS-3.3 


)1 Personal services: 


Permanent positions $239, 458 $261, 020 $261, 995 
Regular pay above 52-week base 900 975 
Payment above basic rates ; aie ; 12, 668 12, 255 12, 255 
Total personal services 253, 026 274, 250 274, 250 
03 Transportation of things 41 100 | 100 
4 Communication services : SOS 900 900 
07 Other contractual services. - -- or 1, 421 1, 525 1, 525 
08 Supplies and materials_.-- ie aie 7, 528 9,175 9,175 
09 Equipment ' 2, 336 200 200 
13 Refunds, awards, and indemnities a 100 100 
15 Taxes and assessments. 5 718 750 750 


pS ee ee eee 
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eee authorizations, enpenerares and balances 


1955 actual | 1956 estimate | 1957 estimate 





BUDGET AUTHORIZATIONS AVAILABLE | | 


| 
$287, 000 


Appropriation $268, 000 | $268, 000 
Transferred to ‘Salaries and expenses, Internal Revenue | | 
Service” (69 Stat. 240) — 2, 032 
Adjusted appropriation _-__- 265, 968 268, 000 
Proposed supplemental due to pay increases-_-.......-.-------]..--.-.------- 19, 000 |. 
Obligated balance brought forward : 8, 4 18, 741 


| ow : jebeiaeeneete eet 
Total budget authorizations available 274, 305, 741 


EXPENDITURES AND BALANCES 
Expenditures— 
Out of current authorizations : 257, 118 | 
Out of anticipated supplemental appropriation-_-- : 18, 260 | 
EEE OE NO GREAT IRREAONNE «ois cod nctaccnceccecssasoem 7,975 18, 741 | 


A I ol a dace kane ae | 255, 316 294, 119 | 
Balance no longer available (other than unobligated, expiring | 
for obligation) - -. 362 | 
Obligated balance carried forw: epee een a al 8,7 11, 622 ll, 610 


Total expenditures and balances 274, 305, 741 298, 622 


SUMMARY JUSTIFICATION DATA 


Mr. Gary. The next item is “Salaries and expenses, guard force.” 
We will insert pages 243 and 244 of the justifications in the record 
at this point. 

(The matter above referred to is as follows:) 


Analysis of appropriation base for fiscal year 1957 
y J appro} ; J q 


tegular appropriation, 1956 act fea _ $268, 000 
Supplemental appropriation for 1956 cabanas 


Total appropriation, 1956 1 268, 000 

teductions: Activity 1. Safeguarding Government securities 

and protection of Treasury buildings $930 
Additions: Activity 1. Safeguarding Government securities 

and protection of Treasury buildings 
Adjustment in base (net) 
Appropriation base for 1957 
Increase over appropriation base for 1957 


Appropriation estimate for 1957 287, 000 


Increase or decrease from total appropriation, 1956_ - +19, 000 


1 Does not include anticipated supplemental for 1956 to cover the cost of authorized pay increases. 


Comparison of appropriation base with appropriation estimate for 1957 


Appropriation base | Appropriation esti- 

for 1957 | mate for 1957 
Activity : =. a 
| Average | 
positions 


Increase or decrease 





| 
Average | Average 
Averag Amount | AVerag 


unt 
positions | | positions | Amount 


Amount 


Safeguarding Government securi- 
ties and aan of Treasury 
buildings 

Adjustment in base “(ne t) - 


Total appropriation 1956, and 
appropriation estimate for 
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GENERAL STATEMENT 


The guard force is unique as a security organization. It is charged with respon- 
sibility for protecting currency, bonds, checks and other Government obligations 
that are contained in the main Treasury Building and its annex in Washington, 
D. C. To perform their security and protective duties efficiently, members of 
: the guard force undergo a continuing training program in the use of all types of 
weapons, in fire fighting, first aid, and self-defense. 


EXPLANATION OF LANGUAGE CHANGES 


; The following language is deleted as unnecessary due to the enactment of Public 
Law 57, “Point of Order’’ Act (69 Stat. 82): “[and arms and ammunition;]’’. 


Analysis of appropriation base 





er | Net change in base 
Appropriation allo- | : fs ea goss 
cation for 1956 ; Adjustments in bass | imerease (+ de- 
| crease (—) 





Activity 





| Average | Reduc- | +2 | Average | 
positions Amount | tions | Additions | positions | Amount 
; ee ee A ee Ares od i : Bras 2 sa 
: : | | 
1. Safeguarding Government se- | 
curities and _ protection of 
Treasury Buildings------------} 71 $268, 000 $930 $19, 155 | —0.3 +$18, 225 


Net change in base 


feductions: 1 day’s regular pay above 52-week base, a nonrecurring 
item in 1957 ---- io wea : $930 
Additions: Increase due to changes in pay seales not included in 


regular appropriation for 1956 (69 Stat. 172)......_.....__._._-- 19, 155 
TSD COADNG 10 VONOG ass 2scu et oae ended wedkeeen eas sei + 18, 225 


INCREASE DUE TO PAY LEGISLATION 


Mr. Gary. It appears from these justifications that the appro- 
priation for 1956 was $268,000. Plus the pay increase, that made it 
$287,000 for 1956. The estimate for 1957 is identical—$287,000. 
Is that all due to the pay legislation? 

Mr. Taytor. All with the exception of $775 requested to maintain 
the 1956 level of employment. This amount plus $19,155 for pay 
increases, minus $990 nonrecurring 1 day’s pay in 1957, results in the 
increase of $19,000 requested. 

Mr. Gary. In other words, that is leap-year figuring; is that right? 

Mr. Taytor. Not necessarily leap year. The years vary in the 
number of paydays. Some have 260, some have 261. This just 
happens to be 1 that has only 260 days. Fiscal year 1956 has 261 
days. 

Mr. Canrtetp. I have no questions on this item, Mr. Chairman, 
but I want to ask the chief about this pistol team they have that is 
winning honors throughout the country. Is that the Secret Service 
group, or the White House group? 

Mr. BaucuMan. That is the White House Police. 

Mr. Canrievp. I read some time back where the team had appeared 
in my district and won some honors. I was regretful that I did not 
know in advance they were coming. 

Mr. Baucuman. We will try to remember to let you know next 
time. They are doing an outstanding job. Unfortunately, they just 
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do not have enough time to practice. They get in only 1 day or a 
couple of days a week practice. If we could give that team an 
opportunity to practice every day, I am sure they would be the best 
in the country. 

Mr. Canrretp. But all of your men are crack shots? 

Mr. Baucuman. Yes; we train them very carefully in small fire- 
arms and other weapons. 


Mr. Gary. Thank you, Chief. 


TuHursbay, JANUARY 19, 1956. 
OFFICE OF PRODUCTION AND DEFENSE LENDING 


WITNESSES 


LAURENCE B. ROBBINS, ASSISTANT SECRETARY OF THE TREASURY 
HAROLD T. MASON, ASSISTANT TO THE ASSISTANT SECRETARY 
THOMAS H. GRAHAM, BUDGET OFFICER 


LIMITATION ON ADMINISTRATIVE EXPENSES 


Mr. Gary. We will take up now the Office of Production and 
Defense Lending. ‘This is not an appropriation, but a limitation on 
the administrative expenses that the Federal Facilities Corporation 
and the liquidation of the Reconstruction Finance Corporation can 
pay out of their receipts. 

Mr. Rossrns. Yes, sir. 

Mr. Gary. The limitation for 1956 was $2,375,000 and for 1956 
including the supplemental estimates for pay raises it was $2,460,000. 
The requested allowance for 1957 is $1,310,000, making a decrease in 
the allowance of $1,150,000. 

We will be very glad to hear from you on this item at this time, 
Mr. Robbins. 


GENERAL STATEMENT 


Mr. Rosstns. Mr. Chairman and members of the committee, the 
Office of Production and Defense Lending was established in the 
Treasury Department to facilitate the management and direction of 
the activities which became the responsibility of the Secretary of the 
Treasury under the provisions of the RFC Liquidation Act. These 
activities are (1) liquidation of the Reconstruction Finance Corpora- 
tion, (2) administration of Federal Facilities Corporation, and 
administration of the lending programs conducted under title IIT of 
the Defense Production Act and section 409 of the Federal Civil 
Defense Act. 

The Office of Production and Defense Lending itself is a manage- 
ment group consisting of administrative, fiscal, and legal personnel 
whose responsibilities extend to all of the activities named. The 
salaries and expenses of this management staff are charged to the 
activities supervised according to the share of time devoted to each 
of them. 

All of the activities managed by the Office of Production and 
Defense Lending are financed from income or from funds previously 
made available and do not require annual appropriations. However, 
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the activities are covered by the Government Corporations Control 
Act and are subject, therefore, to annual limitations on the amount 
of available funds to be used for administrative expenses. 


FEDERAL FACILITIES CORPORATION 


Kirst, I would like to discuss the budget of the Federal Facilities 
Corporation. This Corporation was created on June 30, 1954, under 
the provisions of the Rubber Act of 1948 and Executive Order 10539. 
The primary purpose in creating the Corporation was to administer 
the operations of the Government-owned synthetic rubber facilities 
until disposal of the properties as provided by the Rubber Producing 
Facilities Disposal Act could be completed. In addition, the Corpo- 
ration was designated to conduct the operation of the Government- 
owned tin smelter at Texas Citv, Tex. 

Except for two plants, all of the synthetic rubber facilities formerly 
owned by the Government have been sold to private operators under 
the program of the Rubber Producing Facilities Disposal Commission. 
The two exceptions are an alcohol butadiene plant at Louisville, Kyv., 
and a rubber plant at Institute, W. Va. The alcohol butadiene 
plant has been leased to a private operator for a 3-vear period. A con- 
tract for the sale of the Institute plant has been negotiated by the 
Rubber Producing Facilities Disposal Commission and is now before 
the Congress for review. 

Last June the Corporation turned over to the Treasury the sum 
of $390 million. Included in this was $265 million paid in cash by 
purchasers of the synthetic rubber plants. The balance was made up 
of amounts realized from the Government operation of the program. 

When and if the Institute plant is sold, the only synthetic rubber 
activities remaining with Federal Facilities Corporation will be 
(1) administration of the national security provisions of the contracts 
under which the synthetic rubber plants were sold, (2) servicing of 
the purchase money mortgages acquired in the sale of the properties, 
(3) administration of leased property, and (4) settlement of claims 
and contracts arising out of the production of synthetic rubber by 
the Government. 

As to the tin program, the Congress has requested the President 
to have conducted a study and investigation for the purpose of recom- 
mending the most feasible methods of maintaining a permanent domes- 
tic tin-smelting industry and to submit a report not later than March 
31, 1956. Authority to operate the smelter expires on June 30, 1956, 
and the budget does not provide for production beyond that date. 

The limitation requested for the administrative expenses of Federal 
Facilities Corporation in fiscal year 1957 is $250,000, which is a reduc- 
tion of $625,000 from the total of $975,000 authorized for the current 
fiscal year. Of the total requested, $150,000 is for administration of 
the remaining functions of the synthetic rubber program, and $100,000 
is for the administrative costs of winding up activities at the tin 
smelter, including disposal of all inventories incidental to the produc- 
tion of refined tin. 
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LIQUIDATION OF THE RECONSTRUCTION FINANCE CORPORATION 


The next item to be considered is the budget for the liquidation of 
the Reconstruction Finance Corporation. 

The RFC liquidation program dates from September 28, 1953, at 
which time the Corporation’s lending authority was terminated. On 
that date, the Corporation had loans, securities, and commitments 
outstanding which amounted to $592 million. That figure does not 
include commitments for deferred participation in loans made by 
banks, nor loans, mortgages, and commitments transferred to other 
Government agencies for liquidation under Reorganization Plan No. 2 
of 1954. 

The original $592 million had been reduced to $232 million by last 
June 30, and our budget projections anticipate that there will be less 
than $60 million left by the close of fiscal year 1957. It should be 
pointed out here, however, that the projected liquidation, like that 
already accomplished, is not automatic. Scheduled payments under 
existing loan authorizations would bring in only about $52 million 
during fiscal years 1956 and 1957, while in the budget we estimate 
collections of nearly $162 million. The additional amounts are to be 
secured by the sale or refinancing of the larger loans and securities. 
This will require the development of plans and negotiations with the 
senior executives of banks, insurance companies, investment houses, 
and the borrowers themselves. Moreover, aside from the loans and 
securities which can be sold or refinanced, the remaining liquidation 
is far from routine. About two-thirds of the assets in the present 
portfolio are delinquent or are definite problems in other respects. 
Some are of substantial size and need close official attention. 

As of February 28, 1954, 2,848 loans with individual balances under 
$500,000 were transferred to a pool. Certificates of interest in the 
pool were sold to banks and private investors and arrangements were 
made with 1,191 banks to service the loans in the pool under the 
supervision of committees of bankers. There is a regional committee 
in each Federal Reserve district and about 80 senior commercial bank 
officers are serving on these committees without compensation. 

On June 30, 1955, there were 1,489 loans remaining in the pool and 
these loans were serviced by 770 banks. At the end of fiscal 1956 we 
estimate there will be about 1,000 loans, serviced by 550 banks, and 
at the end of fiscal 1957, about 700 loans, serviced by 400 banks. 

It was the establishment of this loan pool and servicing plan which 
made it possible to close the regional offices of RFC, thereby saving 
the Government millions of dollars in administrative costs. It is 
essential to the best interests of the Government that the arrangements 
under which the pool is now operating be continued until final liquida- 
tion of the loans. 

The funds recovered in the a of RFC’s assets are paid into 
the Treasury, thereby reducing the Government’s investment. There 
was paid into the Treasury in fiscal year 1955 a total of approximately 
$141 million. All funds previously borrowed from the Treasury were 
repaid, and the Corporation’s retained earnings, fixed at $250 million 
under the last revision of the RFC Act, had been reduced to $163 
million on last June 30. The budget anticipates that sufficient funds 
will be available in the current fiscal year to pay into the Treasury all 
retained earnings and make a partial retirement of the $100 million 
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of capital stock now outstanding. With the additional funds expected 
to become available in fiscal year 1957, it is expected the total Govern- 
ment investment in RFC will be reduced to $54 million by June 30, 
1957, all of which will consist of capital stock. 

In addition to the liquidation of RFC’s lending program assets, the 
Corporation is also liquidating the assets of the former Smaller War 
Plants Corporation and certain assets and liabilities remaining from 
terminated World War II programs. On last June 30 the unliquidated 
assets in this activity amounted to $21 million, after allowance for 
losses. ‘These assets consist of loans, properties, claims, and miscel- 
laneous receivables which cannot be disposed of to private interests. 
[t is estimated in the budget that the unliquidated assets of these 
activities will be reduced to approximately $13 million by the close of 
this fiseal year, and further reduced to $9 million by June 30, 1957. 
All proce eeds from the liquidation of these World War II programs are 
paid into the Treasury as miscellaneous receipts. 

The amount of the limitation requested for the administrative ex- 
penses of liquidating the RFC in fiscal year 1957 is $1,060,000. This 
is a reduction of $425,000 from the amount estimated for the current 
fiscal year. 

LENDING ACTIVITIES 


The limitations on the administrative expenses of Federal Facilities 
Corporation and Reconstruction Finance Corporation are the only two 
items included in the bill you are now considering. However, in order 
to present a more complete picture, I would like to touch brie fly upon 
the other functions of the Office of Production and Defense Lending. 
These are the lending activities under title III of the Defense Produc- 
tion Act and section 409 of the Federal Civil Defense Act. 

The Defense Production Act lending activities, including adminis- 
trative expenses, are financed either from the program’s income or by 
allocations of borrowing authority. All program expenditures are con- 
trolled by the President through the Bureau of the Budget. Applica- 
tions for loans are considered only upon certification of essentiality by 
the Office of Defense Mobilization or the General Services Adminis- 
tration. 

On last June 30, there were outstanding under this authority 81 
loans amounting to $171 million. In addition, there was about $58 
million of undisbursed commitments, of which $15 million represented 
commitments to participate in loans made by banks wherein disburse- 
ment of Treasury funds is deferred. The same attention is given to 
the sale or refinancing of these loans as to those in the RFC portfolio. 

Following the hurricane and flood disasters which occurred last 
August, the President issued Executive Order 10634 which authorized 
the use of the Defense Production Act lending authority to aid in the 
reconstruction and replacement of defense production facilities de- 
stroved or damaged in major disasters, after certification of essentiality 
by the Office of Defense Mobilization. This resulted in the processing 
and approval of a number of new loan applications. 

The civil defense lending program is a dormant one. In its report 
last year, the House Appropriations Committee recommended elimi- 
nation of the language providing for a limitation on the program’s 
administrative expenses. The recommendation was adopted, and, 
beginning with the start of the current fiscal year, no new loan appli- 
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cations have been accepted. Neither does the budget provide for 
any new loan activity under this authority in fiscal year 1957. 

In concluding, I may state that, while the liquidation of the RFC 
has progressed very satisfactorily, a great deal remains to be done, 
not only in the RFC but also in the other parts of the Office of Pro- 
duction and Defense Lending, in order to secure the maximum re- 
covery of the Government’s investments and to conserve the use of 
Treasury funds for any new purposes. 

That concludes my statement, Mr. Chairman; I shall be very glad 
to answer questions to the best of my ability. 


FEDERAL FAacILITIES CORPORATION 


Administrative expenses 


1955 actual | 1956 estimate | 1957 estimat« 


Program by activities: 
1. Production and sale of synthetic rubber $1, 531, 981 $614, 000 $150, 01M 
2. Production and sale of tin ; 276, 486 270, 000 OOK 


Total administrative expenses , 808, 467 884, 000 2A), (UM 
Deduct portion not chargeable to limitation__-__--- 1, 349 


Total obligations , 807, 118 884, 000 
Financing: Unobligated balance no longer available 146, 882 91, 000 


Limitation ig ces ‘ aie , 954, 000 975, 000 


Administrative nape nses oy objects 


Object classification 1955 actual | 1956 estimate | 1957 estimate 


Total number of permanent positions 265 189 
Full-time equivalent of all other positions : 1 
Average number of all employees i 25% 97 
Number of employees at end of year ‘ 58 


Average salaries and grades 
General schedule grades 
A verage salary $5, & ), 619 
Average grade +S-7.$ S-8.6 
Ungraded positions: Average salary ; $4, 35 $4, 318 


01 Personal services 
Permanent positions. - 7, 693 $659, 000 
Positions other tt lan perma inent 23" 887 000 
Regular pay above 52-week base , 928 , 000 
Payments above basic rates__- , 451 3, 000 
Excess of annual leave earned over leave taken 3, 621 


Total personal services 580 

02 Travel 32, 703 
03 Transportation of things 27 
04 Communication services 41, 578 
05 Rents and utility services ; ; , 435 
06 Printing and reproduction_- 3, 836 
07 Other contractual services }, 991 
General Accounting Office audit expense , 221 
Services performed by other agencies 24, 000 

08 Supplies and materials : 8, 743 
09 Equipment 325 
15 Taxes and assessments_- , 679 


Total administrative expenses , 1, 807, 118 


SUMMARY JUSTIFICATION DATA 


Mr. Gary. The first item is the Federal Facilities Corporation 

We will insert pages 327 and 328 of the justifications at this point 
in the record. 

(The matter above referred to is as follows:) 
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Analysis of authorization base for fiscal year 195? 


tegular authorization, 1956 act ai ies zo _. $800, 000 
Supplemental authorization for 1956___...--.------ ats aces 175, 000 


Total authorization, 1956______- pao eee eee 975, 000 
Reductions: 
1. Synthetic rubber program . $464, 000 
2. Synthetic rubber research (transferred to National 
Science Foundation) 91, 000 
Tin program ; 170, 000 


Adjustment in base ‘ 5, 000 


Authorization base for 1957__- bones 250, 000 
Increase over authorization base for 1957 


Authorization estimates for 1957 esis 250, 000 
Increase or decrease from total authorization, 1956________- 725, 000 


Comparison of authorization base with authorization estimate for 195? 


Authorization base Authorization esti- Increase (+) or 
for 1957 mate for 1957 decrease (— 
Program a 


Average verage verage 
Average | amount | AVerage | amount | Average 


unt 
positions positions positions Amou 


1. Synthetic rubber 15. 1 $150, 000 5. $150, 000 
Synthetic rubber research (trans- 
ferred to National Science 
Foundation) - ; 
Tin ; ( 100, 000 9. 100, 000 


Total = ; 250, 000 24. ; 250, 000 
Adjustment in base--- ; +-725, 000 ~—$725, 000 


Total, authorization 1956, and 
authorization estimate for 
1957... } 975, 000 “ 250, 000 — —725. 000 


GENERAL STATEMENT 


Federal Facilities Corporation was created on June 30, 1954, under the provi- 
sions of the Rubber Act of 1948 and Executive Order 10539. The primary 
purpose for which the Corporation was formed was to administer the operations 
of the Government-owned synthetic rubber facilities until disposal of the prop- 
erties to private interests was completed as provided by the Rubber Producing 
Facilities Disposal Act. In addition, the Corporation was designated to conduct 
the operation of the Government-owned tin smelter at Texas City, Tex. 


EXPLANATION OF LANGUAGE CHANGES 
No substantive language changes are proposed. The amount of the limitation 


on administrative expenses is changed from the $975,000 authorized for fiscal 
year 1956 to $250,000 for fiscal year 1957. 





Analysis of authorization base 


Authorization alloca- | 
tion for 1956 


| Net change in base 

Adjustments in base | increase (+-) or de- 
crease (—) 

Program Sl ke fall as: 1 — ieee as 

Reduc- 

tions 


Average 
positions 


Average 


positions Amount 


Amount | Additions 





1. Synthetic rubber_____--_- 64.5 $614,000 | $464,000 ‘ —49.4 | —$464, 000 
2. Synthetic rubber research (trans- | | 
ferred to National Science 
Foundation ar Sa : oe ee 91, 000 91, 000 —91, 000 
aa ar ee < 34.5 270, 000 170, 000 ! 25. —170. 000 
99.0 | 975,000 | 725,000 | 74.8 —725, 000 
| 


Mr. Gary. It appears from these tables that the administrative ex- 
pense limitation for 1956 for this corporation was $975,000; the esti- 
mate for 1957 is $250,000—a decrease below the 1956 authorization of 
$725,000. 


NATIONAL SECURITY PROVISIONS IN SYNTHETIC RUBBER PLANT 
SALES CONTRACTS 


What are the national security provisions in the synthetic rubber 
plant sales contracts? 

Mr. Rossrns. In each contract the purchaser of a plant was re- 
quired to agree to make the synthetic rubber facilities, with a produc- 
tion capacity of the amount he purchased, available for a period of 
10 years. That requires a certain amount of policing by the 
Government. 

Mr. Gary. What administrative actions do they require? 

Mr. Rosppins. Not very much in the way of administrative actions, 
but they require inspection of the plants periodically to make certain 
that the facilities they agree to keep available are there and will be 
available in the event they are required by the Government in an 
emergency. There is no problem about that now, because they are 
all making more synthetic rubber than the Government did. 

Mr. Gary. Who actually makes the inspection? 

Mr. Rossins. The inspection is made by a staff of the Federal 
Facilities Corporation—a group of engineers who go and inspect 
these plants and who are familiar with the techniques and the require- 
ments of the production facilities. 


VALUE OF PURCHASE-MONEY MORTGAGES 


Mr. Gary. What is the total value of the purchase-money mort- 
gages acquired in the sale of the rubber plants? 

Mr. Rossrns. In the sale of the 25 plants that were sold originally, 
purchase-money mortgages were taken of a total of a little over $20 
million. Since then, more than half has been paid off. The remaining 
amount of purchase-money mortgages is a little less than $10 million. 

Mr. Gary. What is the cost of servicing them? 

Mr. Rossins. It is a little difficult to say exactly what the cost 
is. It takes a certain amount of time in bookkeeping and collection. 

Mr. Grauam. Not more than the time of one employee. 
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RECEIPTS FOR RENTALS 


Mr. Gary. What is the total rental being received from leased 
property? 

Mr. Rossins. The only property leased is the alcohol butadiene 
plant and the rental of that is $360,000 a year—$30,000 a month. 

Mr. Gary. What is the administrative cost in connection with that 
item? 

Mr. Rossins. That is very small. That is a fraction of one person. 


CLAIMS 


Mr. Gary. How many claims are pending arising out of the produc- 
tion of rubber by the Government? 

Mr. Rospsins. That is where we get into complications. Each 
one of the plants was operated by a private company under a manage- 
ment contract and in each one of these plants the company operating 
it set up employment benefit programs of various kinds, pension plan, 
paid vacations, and all sorts of things of that kind. And in the cutoff, 
when the plants were sold, there was a great deal of accounting to be 
done and a good deal of difficulty in arriving at the division of re- 
sponsibility for payments into retirement plans for past services 
and for all of those other employee benefits. That is where the 
most of the difficulty comes in in settling these contracts. We are 
engaged in trying very hard to bring them to a conclusion and settle 
them, They run into fairly sizable amounts of moneys 


REDUCTION IN PERSONNEL 


Mr. Gary. Why is it necessary to reduce staff to a proportionately 
creater extent in the lower civil-service grades? 

Mr. Rorpins. The work that remains to be done requires the 
retention of people in the higher grades. For example, in the policing 
of the national security clause you have to have competent engineers 
who can make inspections and reports that are authoritative. In the 
negotiation of settlements of these contracts you have to have highly 
competent people, because there are a lot of technicalities. 

Mr. Gary. Page 61 of the committee print shows an average salary 
in 1955 of $5,838 and, in 1957, of $8,218, and the average grade in 1955 
in GS-7.9 and in 1957 GS-10.5 

Mr. Rorsins. I think what I have just said explains that. 

Mr. Gary. Will it be necessary to keep this corporation going, the 
Federal Facilities Corporation, during the 10 years of the inspection 
of those rubber contracts? 

Mr. Rospins. I do not think so, Mr. Chairman. It will be a little 
easier to answer that question when this unfinished business has been 
disposed of. There are still these matters that have been discussed 
in connection with the synthetic-rubber program; there is also the tin 
smelter. If the tin smelter is disposed of, if and when these contracts 
with the operators of the plants have been wound up and settled and 
the only things that remain, if you can reach that point, are the 
policing of the national security clauses in the rubber plant contracts, 
the collection and servicing of the purchase-money mortgages and 
things of that sort, I would think there probably would not be sufficient 
reason for keeping the corporation alive. 
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CONDITION OF SMELTER PLANT 


Mr. Gary. Is the tin smelter operating at a profit now? 
Mr. Ropprins. No; it never has. 
Mr. Gary. What is the loss on it a vear? 


Mr. Rossins. It is difficult to tell, because all of the tin produced 


goes into the stockpile at our cost. 


LIQUIDATION OF RECONSTRUCTION FINANCE CORPORATION 


LIMITATION ON ADMINISTRATIVE EXPENSES 


Program and financing 


1955 actual | 1956 estimate 


Program by activities 
1. Lending $2, 096, 575 $1, 455, 000 
2. Liquidation of assets of Smaller War Plants Corpora- 
tion 19, 173 14, 000 
3. Liquidation of other World War IT assets and liabilities 198, 606 81, 000 
4. Distributed to capital accounts 43, 011 33, 000 


Total administrative expenses 2, 357, 365 1, 583, 000 
Deduct portion not chargeable to limitation 114, 979 000 


r 


ital administrative expenses 2, 242, 386 1, 485, 000 
ig: Unobligated balance no longer available 417, 889 


Limitation 2, 660, 275 000 
Proposed supplemental due to pay increases 5, 000 


Administrative ¢ xpenses by objects 


Object classification 1955 actual 1956estimate 


Total number of permanent positions 671 201 
Full-time equivalent of all other positions 2 l 
A verage number of all employees 304 168 
Number of employees at end of year 190 131 


4 verage salaries and grades 
General schedule grades 

A verage salary $5, 913 $6, 980 

A verage grade_ GS-8.1 1S-8.8 


01 Personal services 
Permanent positions _- $1, 792, 380 $1, 000 
Positions other than permanent 19, 056 000 
Regular pay above 52-week base . 5, 926 , 000 
Payment above basic rates 20, 997 
Excess of annual leave taken over leave earned —6§3, 52 —10, 000 


Total personal services 7 R35 , 178, 000 
Deduct portion not chargeable to limitation ; 


Net personal services 3 178, 000 
02 Travel 59, 595 000 
03 Transportation of things 5, 25 5, 000 
04 Communication services i, 30, 000 
05 Rents and utility services 228, 17: 35, 000 
06 Printing and reproduction 58 , 000 
07 Other contractual services , 9, 000 
General Accounting Office audit expense 20, 235 0, 500 
Services performed by other agencies 55, 9 000 
08 Supplies and materials . 7, 800 
09 Equipment f 


15 Taxes and assessments.. 565 200 
U 


nvouchered ; 215 | 500 


Total administrative expenses 2 atte aa 2, 242, 386 | 1, 485, 000 





1957 estimate 


1a 00 
10, OOF 


5, 4K 


LO 


SOO 


1, 060, 000 








SUMMARY JUSTIFICATION DATA 


Mr. Gary. The other corporation is the Reconstruction Finance 
Corporation which is being liquidated. We will insert at this point 
in the record pages 332 and 333 of the justifications. 


(The matter above referred to is as follows:) 


Analysis of authorization base for fiscal year 195? 


lar authorization, 1956 act $1, 400, 000 
Supplemental authorized for 1956 


Total authorization, 1956 1, 400, 000 
eductions: 
1. Administration and liquidation of RFC assets $361, 400 
2. Liquidation of World War IT assets 37, 700 
2 ict idation of Smaller War Plants Corporation 1 O00 
104, OOO 
Additions: 1. Cost of pav increase authorized by Public Law 94, 

S4th Cong 6-4, 000 
(Adjustments in base 340, 000 
Authorization base tor 1957 1, 060, OOO 
Inerease over authorized base for 1957 
Authorization estimates for 1957 1, O60, OOO 

Increase or decrease from authorization, 1957 340, 000 


( om parison of authovization base with authocization estimate for 1953 


Authorization base Authorization esti- Increase (+) or 
for 1957 mate for 1957 decrease (- 
Program -- 
A verage Average Average 
: Amount ; Amount ores Amount 
positions positions positions 
Administration and liquidation 
of RFC assets 115.0 | $1,008, 000 115.0 | $1,008, 000 
Liquidation of World War II 
issets | 38, 500 a:3 38, 500 
Liquidation — of Smaller War 
Plants Corporation 1.0 8, 500 1.0 &. 500 
+. Distributed to capital account 7 10, OOO 7 10, 000 
Total 120.0 1, 060, 000 120.0 1. 060, 000 
\ stment in base +48. 0 +340. O00 {8.0 $340, O00 
otal authorization, 1956 and 
ithorization estimate for 
1957 168. 0 1, 400, 000 120. 0 1, 060, 000 is. 0 $40, 000 
NOTE rhe data above do not give effect to a proposed supplemental authorization of $85,000 for 1956 to 
pay increases authorized b Public Law 04, 84th Cong 


GENERAL STATEMENT 


The duty of completing the liquidation of the Reconstruction Finance Corpora- 
tion is being conducted under the direction of the Secretary of the Treasury in 
iccord with the provisions of the RFC Act, as amended, and the RFC Liquidation 
\ct 

The RFC Liquidation Act authorizes the Secretary of the Treasury to incur and 
pay out of RFC funds all administrative expenses necessary to carry out the func- 
tions vested in him. The act further prov ides that such expenses shall be limited 
to and charged against amounts made available in appropriation acts for 'ap- 
plicable administrative expenses. The amount of the limitation requested for 


the administrative expenses of liquidating the RFC infiseal year 1957 is $1,060,000. 


EXPLANATION OF LANGUAGE CHANGES 
No substantive language changes are proposed. The amount of the limitation 
on administrative expenses is changed from the $1,400,000 authorized for fiscal 
vear 1956 to $1,060,000 for fiscal year 1957. 





72073—56— 15 











224 


Analysis of authorization base 


| rae - ¢ -- oa . 7 
Authorization alloca- 
tion for 1956 


3 : Net change in base 
Adjustments in base | Increase (++) or de 
p crease (—) 
rogram 


| 
Average | 
positions 


Reduc- 
tions 


Average 


positions Additions 


Amount Amount 


. Administration and liquidation | 
of RFC assets 158.0 | $1,303,400 | $361, | 
2. Liquidation of World War II as- 
sets _- . 73, 900 37, 2,3 | , —35, 400 
. Liquidation of Smaller 
Plants Corporation : 12, 700 
. Distributed to capital accounts ; 10, 000 


—43.0 | —$300, 400 


1, 400,000 | 404, 000 64,000 | —48.0} —340, 000 


| 





NotTeE.—The data above do not give effect to a proposed supplemental authorization of $85,000 for 1956 to 
cover the pay increases authorized by Public Law 94, 84th Cong. 


Mr. Gary. It appears that the expenditure of $1,400,000 was 
authorized for 1956 and that authorization, plus the proposed supple- 
mental for pay increase, would be $1,485,000. The estimates for 
1957 are $1,060,000, making a decrease of $425,000 for 1957. 


LIQUIDATIONS 


With reference to that corporation there was an article appearing 
in the Washington News recently which was entitled ‘Business So 
Good, RFC Boss Hopes He Can Liquidate Shortly.’’ 

Have you seen that article? 

Mr. Ropsins. Yes, sir. 

Mr. Gary. Have you any comments to make with reference to it? 

Mr. Rossins. Well that certainly is my hope and ambition and 
daily endeavor. I am devoting about 10 or 11 hours a day to trying 
to liquidate as expeditiously as possible. As I have said in this 
statement, the process is not automatic. If we just sat back and let 
the collections come in on the loans according to the original terms 
of the authorization, it would not progress very rapidly. 

Mr. Gary. This article refers to a loan to the Trust Company of 
New Jersey in Jersey City, concerning which it says: 

The Agency got $12 million from the sale of the bank’s preferred stock, about 
$2 million less than it owed the Government in principal and accrued interest. 
This was one of the RFC’s relatively few losses. 

Is that correct? 

Mr. Rossins. That is correct. 

Mr. Gary. How are these losses developing? 

Mr. Rossins. You mean on this particular one? 

Mr. Gary. No; I mean in the liquidation process. 

Mr. Rossins. On the liquidation so far, the losses have been in 
relatively small proportion. They will be in higher proportion from 
now on as you get nearer the bottom of the barrel. 

Mr. Gary. In other words, you have liquidated the best loans and 
now you have some of the less desirable ones? 

Mr. Rogpsins. Yes, sir. As I say here, the majority of the loans 
that are left, in number, are problems to work out. 
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Mr. Gary. The article refers to another loan to the Texas Con- 
solidated Oil of Dallas, once known as Texmass, and says: 


This $15 million loan has been reduced to a little over $8 million. 


Do you anticipate losses on that loan? 

Mr. Rossins. I think it will be a miracle if there is not a loss, and 
the story of that won’t be told for some time. The Government’s 
interest in that loan is a little less than $8 million now. ‘There are 
participants, two New England insurance companies and quite a 
number of individuals who participated in the loan in the first place. 
The company has some producing properties, income from which is 
flowing in right along, and that income is used, about half and half, 
for application on re duction of the loan and the expenses of managing 
what is left. Sooner or later that will run out. We are not spending 
any money, and the company is not spending any money, because 
they have not any unless they borrow more from the Government, 
for drilling or the development of new properties. So unless they 
find something unexpectedly, we will collect the proceeds of their 
current production as long as it lasts and finally it may give up the 
ehost. 

Mr. Gary. Whatever happened te the Lustron loan? 

Mr. Rospsins. The Lustron loan was al! charged off. That was 
before my time, I am happy to sav. Phat, [ think, was the largest 
loss the RFC ever took. 

Mr. Gary. And that was done at the express direction of Congress 
in an effort to accelerate the develoy nent of prefabricated houses. 
as well as I recall. 

Mr. Ropsrns. I have not familiarized myself sufficiently with the 
origin of that loan to comment on it. [ was out of the picture when 
| came in. 

Mr. Gary. My recollection is we had very definite testimony 
before this committee from time to time that when the GI's were 
coming back from overseas we were anxious to speed up housing as 
much as possible to give them homes, and the \ wanted to develop 
prefabricated houses and the Congress definitely instructed that 
$30 million be invested in the development of prefabricated houses. 

Mr. Ropers. It was more than that think we took a loss of 
$30 million. 

Mr. Gary. I am uncertain as to the amounts but the Congress 
eave definite instruction that certain sums be invested in prefab- 
ricated houses. RFC officials were rather opposed to making the 
loan, but they did it on that account 

Mr. Ropsins. May I add a comment in connection with your 
question about losses? In this hquidation we have made every effort 
to place loans in the hands of financial institutions, that is, to refinance 
or sell the loans to banks and financial institutions with the coopera- 
tion and consent of the borrowers. No business loan has been sold at 
a cent discount or loss. There has been no loss in the sale of those 
loans. Such book losses as we have taken in one disposal program 
have been in one sale of securities, and those have been sold at the best 
prices it was possible to obtain under the existing market conditions 
Of course, we have also taken some unavoidable losses in the foreed 
liquidation of loans, as in foreclosure 
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STATUS OF B. & O. BONDS 


Mr. Gary. What has happened to the B. & O. bonds? 

Mr. Rossins. They were sold on the 30th of June 1954. We had 
$65 million of them at the time. 

Mr. Gary. What was the loss on that? 

Mr. Rogssins. $3 million in principal. If you go back to the 
beginning of the loans to the B. & O. and give credit for all the income 
received there was an overall profit of a very substantial amount 
The bonds were sold, and this was after a good year or nearly a year 
of almost constant negotiation and exploration of the market and 
discussions with investment houses and so on, at an average price of 
95%. 


SMALL RFC LOANS 


Mr. Gary. Going back to this article, it says that small RFC 
loans which were combined in a pool administered by banks are also 
being paid off ahead of schedule. It states that the pool started 
with loans of a face value of $73 million and that more than half 
have been repaid in full and RFC’s share cut to $18 million, and that 
at this rate the pool loans may be liquidated next year. 

Mr. Rossins. That is not exac ‘tly accurate. The total amount of 
loans that went into the pool, $73 million, is correctly stated. That 
' $73 million has been paid down to about $25 million. The certi- 
ficates of interest that have been sold have been reduced to $7 mil- 
lion, and the Government's interest to $18 million. The certificates 
of interest will be paid off by the end of this year. It will take some 


time to get the last dollar out of the Government’s investment be- 
cause some of these loans run to as long as 1963 and you just cannot 
collect all of them ahead of time. 


NET RESULT OF RFC OPERATIONS 


Mr. Gary. Looking over this whole picture, can you ove us 
some idea as to the net result to the Government of the operation 
of the RFC in dollars and cents? 

Mr. Ropsins. That is a difficult question because the accountin o 
was so complicated. There were so many things that went into the 
RFC. As you probably know more than I, the RFC took over 
assets from PWA and other Government agencies. It made loans to 
other Government agencies. It acquired property through the De- 
fense Plants C orpor: ition and any number of different activities of 
that kind, and it is almost impossible to put it all together and sav 
what the net result has been. 

Mr. Gary. You cannot say whether the entire operation from the 
beginning shows a profit ora loss to the Gove rment? 

Mr. Rorpsins. If you include all of the activities [ doubt very much 
that it is possible to arrive at it accurately. My impression is that 
the lending program will show a profit if you can separate it from the 
other activities. 

Mr. Gary. The lending program? 

Mr. Roreins. Yes, as distinguished from production and all these 
other kinds of activities. 

Mr. Gary. Can you not show how much was paid out of the 
Treasury and how much will be returned? 
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Mr. Rorrins. I do not think it is possible to. Nine billion dollars 
of RFC notes were canceled in 1948 or thereabouts to cover the costs 
of war programs that could not be recovered. With that sort of 
thing in the picture it is pretty hard to arrive at an answer. 


RFC LOANS, SECURITIES, AND COMMITMENTS 


Mr. Gary. Will you bring up to date for the record, Mr. Robbins, 
the table on page 293 of last vear’s hearings showing the schedule of 
liquidation of loans? 

\Ir. Rorrins. We shall be glad to put it in the record. 

The information furnished follows:) 


RF¢ oans, securities and commitments 


{In millions of dollars] 


Outstanding Outstanding, Outstanding, Net reduction to 
“ J 0,1 Dy 31, 19 i) él ; 
1 \ Nu 
} is \ 1 ‘we Amount he \ l 
4 * ¢ t] { SQ0 { 1 « 
( 1 9 18.0 s 
’ M) 0 { ‘ 
‘ 1] s y 7 
{ j ) 9 } { 
! 118 ) } 
t ' é oé l } é ; é 
Outstandit Outstanding, Estimated net Estimated net 
l 0, 19 June 30, 1 redut nt u 
esti Junie 1Y l } 
r 4 ' u \ ‘ Nun \ f 
I ber 
I nterpri 
RE portfolio j 4 9 % 1. 2S. $356.1 \4 ) LOFT R 
REC equity pool ss ) 1s. ( 
] 1h ' 2 4] 41, 2833 8.1 (4,39 ’ 
loun ‘ uritic S &.Y s.4 ( 7 2 
of finance nstitut l { l () } $2 4 4 
of public agencie y t 1. ¢ 202 61. { 229 62 
l 14 74.9 18 6 4,52 7 4 ( 4. ¢ 


PERMANENT CLERICAL POSITIONS 


Mir. Gary. Of the total 137 permanent positions projected for 1957, 
how many are purely clerical, using grade G—5 and below as the 
clerical level? 


Mr. Granam. Fifty-two are grade 5 or below. 


DISTRIBUTION OF OTHER EMPLOYEES 


Mr. Gary. How are the balance of the employees assigned as to 
developing financial plans, negotiating with banks, investment houses, 
and so on? 

Mr. Rospins. Again, that is a difficult question to answer because 
the time of so many of the people is divided. For example, our legal 











228 


staff comes into the picture very actively in connection with some of 
these negotiations, especially in the conclusion and closing of negoti- 
ations where a lot of legal instruments have to be drawn. Some of 
their time is spent in other directions in connection with problems 
that arise in liquidations, legal questions in connection with fore- 
closures, and various things of that kind. 

The time of the Controller and his organization is divided up. In 
the loan administration part of the organization there are several of 
the men in the upper grades who take part in these discussions and 
negotiations in connection with the disposal of loans. 

Mr. Gary. Can we not get a breakdown according to bureaus or 
divisions? 

EMPLOYEES IN LEGAL DIVISION 


How many are there in your legal department? 

Mr. Rossins. There are 36 in Washington and in the field. There 
are 32 in the Controller’s department, and there are 62 in the loan 
administration and liquidation department. 

Mr. Canrietp. Mr. Robbins, I did not happen to see the story 
captioned “RFC Boss Hopes He Can Liquidate Self.” I think if ] 
had noted that caption in an article I most certainly would have read 
it because it indicates a most commendable approach. 

You are a banker, I think? 

Mr. Rossrns. I was. 

Mr. CANFIELD. With quite some experience? 

Mr. Rossins. 32 years in the banking field. 

Mr. CANFIELD. 32 years in the banking field. 

Mr. Ropsins. Yes, sir. 

Mr. CanrieLtp. When Secretary Humphrey was before us several 
days ago and made his presentation to the committee, he made a 
very strong endorsement of the continuation for fiscal year 1957 of 
vour office, to which is delegated the responsibility of carrying out 
the administration of the Federal Facilities Corporation, the liquida- 
tion of the Reconstruction Finance Corporation, and the administra- 
tion of the lending programs conducted under the Defense Production 
Act and the Federal Civil Defense Act, and he indicated that Mr. 
Burgess would make a further statement thereon, and Mr. Burgess 
did. Both Secretary Humphrey and Mr. Burgess want this work 
continued under most expert supervision, and you are the man 
charged with carrying out that important work. 

Under the laws of the Congress the work has to be carried out, all 
of these responsibilities that have been indicated in the presentations 
of the Treasury, and I for one would not want to remove expert 
supervision and administration of this task. What, perchance, would 
you say, approximately, is the figure of all Government equities in 
the programs you will seek to liquidate? - 

Mr. Rossins. On June 30 last, loans, securities, and commitments 
in the RFC, under the Defense Production Act and under the Federal 
Civil Defense Act totaled $487 million. In addition to that there was 
about $21 million in World War II assets and the remaining assets 0! 
the Small War Plants Corporation. In addition there are the remain- 
ing properties of the Federal Facilities Corporation which at that time 
included the two remaining synthetic-rubber plants and the tin 






































229 


smelter, and those totaled $64 million including the $20 million of 
purchase- money mortgages. 

Mr. CANFIELD. All in all the total would approximate how much? 

Mr. Rossins. Approximately $575 million. 

Mr. Canrisitp. More than half a billion? 

Mr. Rossins. Yes, sir. 

Mr. CanrreLp. When Secretary Humphrey appeared before us he 
said also that in connection with the hurricane and flood disasters of 
last August, the President authorized the use of the Defense Produc- 
tion Act lending authority to aid in the reconstruction and replace- 
ment of defense-production facilities destroyed or damaged in major 
disasters. He went on to say that a number of new loan applications 
were processed and approved under this program. Will you discuss 
that responsibility briefly? 

Mr. Rosstns. Well, up to the present time there have been a 
smaller number of applications than we thought. There have been 
eight that have been approved. Whether more will flow out of the 

California floods, we do not know yet. It is entirely likely that we 
may have to increase the amount of one of the loans, the loan of the 
New Haven Railroad, which finds it is costing a great deal more to 
restore the road, or to cover the damages resulting from the floods 
in August and in October, than was originally expected. 


LOAN POLICY BOARD OF SMALL BUSINESS ADMINISTRATION 


Mr. CANFIELD. Aside from the need for a senior officer with a 
creat deal of banking experience to administer these programs we 
have been talking about this afternoon, Secretary Humphrey said the 
Treasury Department had a need in other respects for an officer experi- 
enced in loans and credits, and he indicated that you had been dele- 
vated to serve in the Secretary’s stead as an ex officio member of the 
Loan Policy Board of the Small Business Administration. What 
does that responsibility entail? 

Mr. Ropsrns. It is a responsibility for policies. The Loan Policy 
Board does not pass on any individual applications made to the Small 
Business Administration for loans, but it acts in a sense like a small 
board of directors in the determination of general policies that apply 
to the lending operations of the Small Business Administration. It is 
provided for unde r the Small Business Act and the Secretary of the 
Treasury and the Secretary of Commerce each is named as a member, 
but is given express authority to designate to act in his stead an 
officer in his Department who has been appointed by the President 
with the advice and consent of the Senate. 

Mr. Canrigevp. In other words, you have been helping take some 
of the load off the Secretary, who everyone in the United States 
must know is one of the busiest men in the world. 

Mr. Rossins. It would be utterly impossible, I think, for him to 
act on that Board, and it does require a Presidentially appointed 
officer of his Department. 

Mr. Steminskt. Mr. Robbins, I think it is obvious that you have 
done a big job in liquidating these funds. You have caused to be 
placed back into the Treasury, if this report is correct, nearly $1 
billion. Is that correct? 

Mr. Ropsins. Yes; that is roughly correct. It is not far short of 
that. 
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Mr. Steminskr. Could vou, with understandable modesty, of course, 
tell us to what you would attribute the success of your techniques in 
such a matter? Did you find ready cooperation regionally by bankers 
and others to help Uncle Sam in this project? 

Mr. Rorsins. I think one of the conspicuous examples of that is 
the loan pool which has been discussed and which really constituted 
the most important step forward in the liquidation program because 
it made possible the closing of the ee ul offices and the contraction 
of the organization and the saving of a great amount of money for 
the Government. That pool was pl eet designed, and worked out 
with the cooperation of a committee of bankers, a joint committer 
with members appointed from the American Bankers Association and 
the Association of Reserve City Bankers. Thev spent literally 
months in working out the plan and the details and it was rather a 
complicated thing to do and a great many complicated questions 
arose. 

Then when it came to placing loans in the pool, the bankers’ com- 
mittees appointed appraisal committees in each of the districts to 
review every single loan and appraise it before it came into the pool, 
to reassure the banks who were expected to buy certificates of interest 
as to the fact they had been reviewed. 

Then regional committees were set up of senior officers of thes: 
banks—there were about 80 throughout the country serving entire! 
without compensation—who, in the first place, lined up the servicing 
banks and took the servicing out of the hands of the Government 
Krom then on they have been dealing with the questions and problems 
that have been put up to them by the servicing banks. 

That is the kind of cooperation you can get only if you are pretty 
well acquainted in the banking fraternity and if vou have the con- 
fidence of the top officers of the banks. That is one example. 

When it comes to disposing of loans, the same thing applies. You 
cannot do it on the lower level. It has to be done at a senior level 
It is very important to have someone in this job in Washington who 
knows the top officers of the important banks of the country in order 
to be able to deal with them. 

Mr. Sreminski. I thought it was significant to get that on the 
record. $1 billion is a man-sized amount of money to turn over to 
Uncle Sam. The human side of your story makes interesting and 
beneficial reading. 

Mr. Rospsins. May I add one thing to that. A substantial number 
ot these loans have been worked out in each case by refinancing through 
one of the investment houses that set up a new financing plan for the 
company and put the company in funds to pay off the loan, but that, 
again, was a cooperative thing. It involved three-cornered negotia- 
tions with the borrower, the investment house, and so on. 

Mr. Steminski. Could you tell me, Mr. Robbins, what the mood o! 
the banking fraternity might be in approaching a problem arising in 
the United States that might parallel a problem abroad that thi 
World Bank might handle, in this sense: Is it not conceivable that in 
the United States there may be regional problems calling for financial! 
support of a sort that our present financial facilities either are not 
adequate to handle or would not be interested in handling? 

Do I draw the picture? 
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Mr. Roprins, [am not sure [ understand the question. 

Mr. Steminskt. Could vou say that conditions exist in the United 
States that would warrant the continuation of your branch and your 
functions on a level comparable to that of the World Bank, to do for 
the United States region by region what the World Bank is doing by 
continents? 

Mr. Rogers. I do not see the need for that at the present time. 

Mr. SIEMINSKI. Suppose havoc wrought by hurricane, ~* tidal 
wave, or other force of nature wiped out or leveled a whole area now 
housing 8 to 10 million people? Suppose such a disaster bane) 
suppose a hurricane whirled smack into New York, New Jersey, and 
Connecticut and shaved us clean? Suppose a series of earthquakes 
swallows up a section of San Francisco as it did in the early 1900's, 
ora greater section of any other part of the country? 

Mr. Rossins. Then I think the Government might be called upon 
just as it has been called upon to render financial assistance in the 
floods and other disasters. 

Mr. Steminskt. Because of an area disaster with millions homeless, 

suppose a hue and ery went up in the land for the Government to make 
its park and forest areas available for bivouac available as shelter and 
feeding points until those affected could get back on their feet. Who 
would operate that? 

Mr. Ropprns. | am not sure. 

Mr. Stemrnskt. Loans for civil defense? 

Mr. Ropsins. The en for making loans under the Federal 
Civil Defense Act is still there. There is no appropriation for admin- 
istrative expense and there is no activity except servicing the loans. 

Mr. Steminskt. Let us say this does not happen under the Federal 
Civil Defense Act, but say a comet should hit a heavily populated 
part of the United States or cause a national disaster. We have a 
national park system in which we have game preserves and facilities 
for recreation on holidays. Suppose we have refugees in America 
like Europe had, and no bivouac in which to accommodate the ‘m, and 
a call was made to provide food and shelter for these people in the 
forest and park areas? Would the Department of the Interior have 
to come to Congress for money and authority to provide that food 
and shelter or would someone like yourself have a standby position in 
the matter? 

Mr. Rosrins. I would think a situation such as you describe would 
require special legislation. The Treasury Department has authority 
to make loans for defense production purposes and for civil defense 
purposes. The Small Business Administration has authority to make 
loans for disaster purposes. I question, as I see the picture you have 
tried to draw, whether those authorities would cover the kinds of 
things you are visualizing. 

Mr. Steminskr. Off the record. 

(Discussion off the record.) 
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WITNESSES 
RALPH KELLY, COMMISSIONER 


DAVID B. STRUBINGER, ASSISTANT COMMISSIONER 
CHESTER A. EMERICK, DEPUTY COMMISSIONER, DIVISION OF 


INVESTIGATIONS 


LAWTON M. KING, DEPUTY COMMISSIONER, DIVISION OF MANAGE- 


MENT AND CONTROLS 


FRANK B. GATCHELL, JR., BUDGET OFFICER 


SALARIES AND EXPENSES 


Program and financing 





Program by activities: 

. Assessment and collection of duties, taxes, and fees 

. Appraisal of imported merchandise 

. Investigations of violations of customs and related laws 
and regulations...............- : Soa 

. Audit of collection and merchandise accounts. - - 

. Analysis and identification of merchandise for tariff | 
purposes = a 

. Executive direction 


Total obligations.___._._- 
Financing: 
Unobligated balance no longer available 


Appropriation (adjusted) - - 
Proposed supplemental due to pay increases -- 


Object classification 


Total number of permanent positions 
Full-time equivalent of all other positions 
Average number of all employees 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grades - - 


Personal services: 
Permanent positions ‘ita 
Positions other than permanent 
Regular pay above 52-week base 
Payment above basic rates_.- 


01 


Total personal services 
02 Travel ; 
03 Transportation of things 
04 Communication services 
05 Rents and utility services 
06 Printing and reproduction 
07 Other contractual services 
08 Supplies and materials 
09 Equipment__..._..--. 
10 Lands and structures ; 
13 Refunds, awards, and indemnities 
15 Taxes and assessments 


Obligations by objects 


1955 actual 


$30, 684, 
5, 172, 

2, 042, 
836, 

729, 

1, 347, 
40, 812, 


28, < 


40, 840, ¢ 


1955 actual 
7, 529 

yy 

7, 303 

7, 358 


$5, 033 


GS-7.5 


$36, 561, 162 
342, 731 
145, 813 

1, 405, 470 


38, 455, 176 | 
315,075 | 
492,978 | 


418, 124 
67, 854 
141,079 
326, 900 
315, 656 
144, 273 
8, 350 
129, 703 


18, 641 | 


40, 833, 809 


21, 686 | 


40, 812, 123 | 


1956 estimate | 1957 estimate 


| 

$33, 110, 700 | 
5, 536, 245 | 
2, 380, 800 
822, 600 | 


790, 580 | 
, 464, 075 | 


» 105, 000 | 


41, 200, 000 | 


44, 


$33 


0. 


9 


i, 


44, 5 


500, 


2, 905, 000 |_- 


| 
1956 estimate 


7,476 | 
104 

7,318 

7, 468 | 


$5, 570 


a we 
GS-7.6 


$39, 168, 400 
397, 500 
150, 200 

1, 939, 500 
41, 655, 600 

392, 000 | 
445, 500 
425, 000 
70, 000 
140, 000 
348, 000 
325, 000 
225, 000 


"80,000 | 


21, 500 | 


44, 127, 600 
22, 600 
44, 105, 000 


1957 estim: 


Gh 


GS-7 


$39, 674, 


803 


, 500 


9, 500 


, 803 
2, 000 
5, 500 

25, 000 
97, 697 

, 000 

, 000 

, 400 

, 700 


"80, 
21, 
44, 522, 
22, 


44, 500, 


000 
500 


600 
600 


OV0U 
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Budget authorizations, expenditures and balances 


| 1955 actual | 1956 estimate | 1957 estimate 


BUDGET AUTHORIZATIONS AVAILARLE 


4 ppropriation . : $39, 996, ¢ 
lransferred to ‘Salaries and expense s, Office of the Secretary’ 
(69 Stat. 240) __ ; anil 
Transferred from “Operating expenses, Coast Guard” (69 
Stat. 240) - anne oaltanay we 848, 32 


Adjusted appropriation- : - : 40, 840, , 200, 44, 500, 000 
Proposed supplemental due to pay incre¢ uses. _- ad ae cate seme oe a » 905, — 
Obligated balance brought forward . 1, 787, 58% 2, 09: £ 867, 000 


Total budget authorizations available__- é 42, 628, 0% 5 , 692 | 46, 367, 000 





EXPENDITURES AND BALANCES 








Expenditures 
Out of current authorizations. _- ‘ 38, 275, 338 | 39, 453, | 2, 606, 000 
Out of anticipated supplemental appropriation | 2, 781, 000 124, 000 
Out of prior authorizations _ 1, 714, 437 2, 547, 692 1, 743, 000 


Total expenditures 39, 989, 775 | 4,781, 692 44, 473, 000 
Balance no longer available: | 

Unobligated (expiring for obligation) ; 

Other... 52, 238 | , 000 4, 000 
Obligated balance carried forward 2, 547, 692 , 867, 000 1, 890, 000 


Total expenditures and balances -- 2, 628, 0¢ 46, 652, 692 46, 367, 000 


Mr. Gary. The committee will come to order. 

We will take up this afternoon the requests of the Bureau of 
Customs, for which the appropriation in 1956 was $41,200,000. 
The appropriation for 1956 including the proposed pay supplement 
is $44,105,000. The estimate for 1957 is $44,500,000, which is an 
increase of $395,000 over the appropriation plus the supplemental 
for 1956. 

Mr. Kelly, we will be very glad to hear from you at the present time. 


GENERAL STATEMENT 


Mr. Keiiy. Mr. Chairman, I would like to start out by reading 
the prepared statement, and then Mr. Emerick will follow with his 
statement, then we will be available for questions at your pleasure. 

| am very glad to appear before you again this year in support of 
the 1957 appropriation estimate of the Bureau of Customs. Before 
voing into the estimate itself I would like to briefly outline our duties 
and responsibilities. 

The Customs Service, unlike many other Federal agencies, is both 
a revenue producing and a service and enforcement organization. As 
a collecting agency, Customs collected nearly $860 million in the fiscal 
vear 1955 at a cost of about $4.75 per hundred dollars collected. 
Present ee are that collections will go well over $900 million 
in this fiseal ve 

As a service edit. Customs must be staffed to promptly 
and effectively discht arge its functions of inspection, examination, and 
clearance of imported merchandise, as well as persons, aircraft, ves- 
sels, trains, automobiles, and buses. 

In the fiscal year 1955, Customs had the sole responsibility of see- 
ing that merchandise valued at over $10 billion was correctly ap- 
praised and classified for tariff purposes, and that the importations 
were admissible under customs or other laws and regulations. During 
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the fiscal vear 1955, Customs examined and cleared over 117,000 air- 
craft, 48,000 vessels, 31 million vehicles, and 121 million persons. 

As an enforcement agency, Customs is the first, and major, line of 
defense against the introduction into this country of items adverse to 
the interest of security, health, morals, and economic well-being 
Customs is not only charged with the primary function of combating 
smuggling and frauds on the revenue, but also with enforcing the reg- 
ulations of many other Federal agencies. 

You are aware of our extremely close operating arrangements with 
the Immigration and Naturalization Service of the Department of 
Justice and the Bureaus of Narcotics and the Mint, and the Internal 
Revenue Service of our own Department. We also act on behalf of 
the Department of Commerce in enforcing the Export Control Act of 


1949, this work being financed in large part by a transfer of funds 


from that Department, except that overhead costs and certain operat 
ing costs at small ports and stations are paid from our regular appro- 
priation. A similar arrangement is being proposed | for fiscal year 1957 
with the Department of Agriculture, under which they are requesting 
$856,000 to finance additional customs inspectors so that we can in- 
spect every piece ol passengers’ ba roagve, for the purpose of excluding 


animal and plant diseases and pests. Several other agencies With 
which we work are referred to in the written justification material. 


WORKLOAD AND MANPOWER 


Just 3 vears ago, Mr. Strubinger gave you a complete rundown of 
the large workload volumes which faced Customs at that time The 
figures which he cited were for fiscal] vear 1952. Since that time our 
workload volumes have grown from 10 to 18 percent. Our total 


customs collections during 1955 were 15 percent above the 1952 level 


During the same 3 vears, customs personnel has been reduced 8.5 
percent. With vour permission, | would like to lughlight these work 
load data with a series of charts and graphs. I believe they constitute 
the best possible presentation of the basic peel within which 
the 1957 estimate has been deve lope “d. 

These charts are not complicated and are not long, but they do give 
you a pretty good picture. You each have in front of vou a copy of 
these charts for ready reference. 

The first chart is Customs workload and manpower and it shows the 
increase of our various major loads. [ might say this chart covers the 
period from 1947 to 1955. For vehicles, vou will note an increase 
from about 17.9 million in 1947 to about 33.4 million in 1955, an 
86-percent increase in those years. 

Formal entries increased from 541,834 in 1947 to 964,553 In 1955, 
an increase of 78 percent 

Invoices, another measure of our workload, increased from 925,123 

1947 to 1,620,100 in 1955, an increase of 75 percent. 

Aircraft went from 68,336 in 1947 to 117,598 in 1955, an increase of 
72 percent. And it might be noted that the aircraft now are about 
double in size what they were in 1947 as far as passenger-carrving 
capacity is concerned. 

Persons increased from about 78 million in 1947 to over 120 million 
in 1955, an increase of 53 percent. 

So, in general, our workload figures are up 70 to 80 percent. 
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Employees, on che other hand, have declined from 8,787 in 1947 to 
7,302, in 1955, a decrease of 17 percent. 

During the past 6 months our load has gone up very materially so 
we thought we would give you a chart covering this period. Entries 
have gone up 12.4 percent; persons have gone up 8.8 percent; aircraft 
has gone up 8.7 percent; and vehicles have gone up 8.6 percent. This 
shows the growth in workload in the last 6 months. And our collec- 
tions have gone up about $77 million or 18 percent. So there has been 
a great increase in the last 6 months as reflected by these charts. 

Mr. Gary. This chart vou just finished with has the heading 
“Customs workload first 6 months 1955 and 1956.” 

Mr. Keviy. That is this present fiscal vear. 

Mr. Gary. Of fiscal vear 1956? 

Mir. Keviy. Yes. Calendarwise it is July i P95. ‘te January fi. 
1956. That is a pretty well up-to-date picture of how our business 
Is growing, 

COLLECTIONS, 1947-55 


The next chart shows customs collections 1947 to 1955. Customs 
collections in 1947 were about $623% million, and for the 1955 fiseal 
vear they were over $858.7 million, 

The customs duties and taxes increased from about $494 million 
in 1947 to over $611 million at the end of fiseal vear 1955, 

The cost per $100 collected in 1947 was $5.35 and at the end of 
fiscal vear 1955 was $4.75. [In my statement T state that next vear 
we expect collections to vo over $900 million and T estimate the cost 
will be close to $4.50 per SLOO. 


EXAMINATION OF FOREIGN MAIL PACKAGES 


The next chart, “Examination of foreign mail packages,” is a very 
important one to us. The examination of foreign mail packages is 
included in our request for additional funds. ‘These totals inelude 
the small gift of the month packages as well as large packages. The 
total has increased from about 18.6 million in 1947 to over 30.5 million 
in 1955. It has flattened out the last 2 years. 2.3 million packages 
were examined in 1947 and 1.3 million were examined in 1955, or 
12.46 percent in 1947 and 4.64 percent at the end of 1955. We are 
asking for an increase so that we can examine a larger percentage of 
these packages. 

The average duty per package was 76 cents in 1947 and $4.19 at the 
end of fiscal vear 1955. You will notice in 1953 it took a sharp up- 
turn due to the Customs Simplification Act which raised the informal 
entry from $100 to $250. Many importers took advantage of that 
provision and increased their use of the mail. 

Personnel has changed from 256 in 1947 to 240 in 1955. 


LIQUIDATION OF FORMAL ENTRIES 


The next chart is “Liquidation of Formal Entries.” It shows that 
the formal entries filed increased from 541,834 in 1947 to 964,553 at 
the end of fiscal vear 1955. 

The formal entries liquidated were 503,335 in 1947 and continued 
increasing gradually until about 19538. We liquidated last year 
1,124,000 against formal entries filed of 964,000 
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DECREASE IN BACKLOG 


Our backlog went from 238,000 in 1947 to 900,000 in 1953, then we 
took measures to reduce it and it is now down to 594,000. 


AVERAGE PRODUCTION PER LIQUIDATOR 


Another important figure is the average production per liquidator. 
The average production per liquidator was 3,595 in 1947 and now we 
are getting 5,352 per liquidator. That is our most important factor in 
keeping the backlog of liquidations down. The number of liquidators 
has gone up from 140 in 1947 to 210. 


APPRAISEMENT DATA 


The next chart is our appraisement data. Invoices received in- 
creased from about 925,000 in 1947 to over 1,620,000 in 1955. Our 
appraisement manpower remained pretty level. You cannot take too 
many shortcuts in appraisal work. We can take samples and we can 
make pier examinations but the volume is so large and the value is so 
great that the goods have to be looked at. 

The number of packages examined, exclusive of samples, increased 
from about 462,000 in 1947 to over 675,000 in 1955. Our backlog is 
going down. 

That is the picture of our workload. I will go on with my statement 
from there. 

Mr. Steminsk1. Off the record, 

(Discussion off the record.) 

Mr. Gary. Without objection, these charts will be inserted in the 
record at this point. 

(The charts referred to follow:) 
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REDUCTION IN ENTRIES OF UNLIQUIDATED BACKLOG 


Mir. Ketiy. In spite of the large increase in the number of formal 
entries filed in fiscal vear 1955, we were able to reduce the — of 
mliquidated entries by 20 percent, from 722,000 on July 1, 1954, to 
594.000 on June 30, 1955. This reduction was hs in part 
through one of the provisions of the Customs Simplification Aet which 
made it possible for us to adopt more modern and economical audit 
procedures. There was also a very substantial increase in the number 

liquidations completed per man-vear. We now have on band a 
fairly reasonable working backlog considering the number of entries 
filed. We hope to continue our progress, although the steady increase 

formal entries filed may make it difficult for us to reduce the backlog 
further at this time. 


CONTROL OF SUBVERSIVE LITERATURE 


In our last vear’s estunate, we requested funds to strengthen ow 
vamination of meoming mail to guard against importations of sub- 
versive material. With the additional funds provided we believe we 
now have that particular problem area under control. There are 
examination units operating at New York, Chicago, and San Francisco 
We also investigated several sae potential _ ations, and have come 
o the conclusion that our present coverage is adequate. 


ENFORCEMENT 


This part of customs operations will be dealt with more fully by 
\Ir. Emerick, but T wish to touch upon a few bieh spots in mv com- 
ments. Early this summer, Mr. David Page, Assistant to the Secre- 
tarv, made a survey of the narcotics smuggling problem along the 
Mexican border. His report supported our own conclusions that 
there was an tmmediate need for strengthening our investigative staff 
in that area. Remedial actions were taken which Mr. Emerick will 
discuss in detaal. 

We have also established a mobile plainclothes squad which has 
been doing excellent work on the Great Lakes this summer. With 
the closing of the lakes’ navigation season, this group has just been 
moved down to the gulf coast and Florida areas to continue their 
work during the winter months. This leads me directly into the 
overall subject of how we have increased the effectiveness of the 
customs port-patrol force. 

For a considerable period of time we have been working on this 
problem. The port-patrol force, until recently always in_ uniform, 
has been and is the primary enforcement arm of the collectors of 
customs. Their principal duties were to guard vessels in port, and 
to search vessels for hidden narcotics and other contraband illegally 
brought within the jurisdiction of the United States. 

In 1948, following a survey by an outside management consulting 
firm, the use of radio-equipped patrol cars was introduced to permit 
wider coverage of dock areas with our steadily diminishing force 
The effectiveness of this tvpe of surveillance has been found to be 
seriously limited because of the infrequeney with which a given part 
of the waterfront is covered, the necessarily cursory nature of the 
coverage, and the fact that uniformed port-patrol officers and their 
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automobiles were readily identifiable by any waterfront elements 
wishing to evade them. 

In July 1954, a new program for increasing the effectiveness of the 
port-patrol forces was put into effect for a 60-day trial period. Each 
collector selected a group of the most capable members of the port- 
patrol staff, taking into consideration their youth, physical condition, 
mental attitude, and general adaptability. These men were assigned 
to plainclothes patrolwork on and around the waterfronts. Fixed 
post guarding and radio car patroling were reduced to the extent 
made necessary by these new assignments. At the same time, 
searching activities were more carefully planned with a view to giving 
primary attention to suspect carriers and, so timed as to have maxi- 
mum effectiveness from an enforcement point of view. 

After the men in plain clothes were selected, careful instruction was 
given them by customs agents in their districts covering the nature 
of the laws which we enforce, some of the rules of evidence, and the 
basic nature of the customs-enforcement job to be done. We have 
been greatly pleased with the result of these efforts. The program 
has been placed on a permanent basis, and new position classification 
standards for these jobs have been issued, resulting in the promotion 
of those men who are capable of performing the full range of enforce- 
ment duties. In fact we have even changed the title of the position 
from customs port-patrol officer to customs-enforcement officer. 

There is substantial evidence that this new type of organization 
and method of operation have been well gyvorth while. At Baltimore. 
for example, the plainclothes squad made 115 seizures ¢ ompared with 
9 for the uniformed force during the same period. Similar records 
have been made at other ports. 

I believe you will be interested in a few specimen cases that have 
been brought to successful conclusion with the help of these under- 
cover squads. 

In cooperation with the customs agent in charge at Norfolk, \ 
contact was made by an undercover man with a Chimese crew mem- 
ber of a British ship. As a result of negotiations carried on by the 
plainclothes man, the crew member agreed to deliver 1 kilo of mor- 
phine on the arrival of the vessel at Norfolk on her next trip. All 
the information was passed on to the Treasury representative in charge 
at Hong Kong, and, as a result, Hong Kong authorities arrested the 
Chinese crew member and his accomplice and seized approximately 
2% pounds of morphine and approximately 12% ounces of pure heroin. 
Both defendants were convicted and sentence d to prison terms. 

2. Very recently at Philadelphia, two undercover officers made 
arrangements with a Turkish seaman to purchase opium. After 
some negotiations, they actually received and paid for 2 cakes of 
gum opium and made arrangements to pay for the balance of 2 kilo 
later. Although the second purchase was unsuccessful, a search of 
the vessel resulted in the discovery of an additional 1 pound 7 ounces, 
218 grains of opium in the hold of the ship. 

3. The same 2 undercover officers were instrumental in the arrest of 
a Pakistan seaman who sold them 2 packets of marihuana containing 
nearly 6 ounces. A further search of the man’s cabin disclosed 
several more packages which weighed nearly 2 pounds. 

These are but examples of the fine work that our rec ently recon- 
stituted enforcement squads are doing. We believe that customs 
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enforcement is being greatly improved by this new use of the men who 
were formerly called port-patrol officers. 


MANAGEMENT IMPROVEMENT PROGRAM 


Customs has a very active management improvement program laid 
out for the coming year. The keynote of this program is “‘simplifica- 
tion.”’ This is not a once-a-year or even a once-a-month project for 
us. It is a regular, recurring, active daily subject which receives 
constant attention. The workload picture which I have already given 
you shows why. We must continue to simplify our operations wher- 
ever possible to make the most effective use of our manpower so as to 
keep abreast of our ever-increasing workload. 

We encourage regular visits of field personnel to the headquarters 
office and of our own staff to the field installations. It has been our 
experience that we receive at least one good progressive suggestion 
from each individuil with whom we talk. Frequently these ideas are 
adaptable to all districts. 

A number of projects already developed or in the process of being 
worked out may be of interest to you. 

1. Idlewild informal entry procedure: The Idlewild International 
Airport has become a major port of entry. Collections of duties and 
taxes have recently exceeded $4 million per month. Large numbers 
of small-size importations are made through this airport. I might 
digress and say practically all the watches now come through Idlewild. 
This is particularly true of those transactions falling under the 
$250-value limitation which can be handled on informal entries. 
Previously, all such merchandise was passed by the customs inspectors. 
Because of the large volume and the great variety of merchandise 
imported subject to informal procedures, great care must be exercised 
in the classifications and values found by the inspector in his role of 
acting examiner. Effective January 2, 1956, these informal entries 
will be prepared by the importers or their brokers and will be filed at 
the airport or customhouse in much the same manner as are formal 
entries. Arrangements have been made between the Collector of 
Customs and the United States Appraiser of Merchandise to be sure 
that an expert appraiser is available to advise on difficult cases, but, 
at the same time, that no unnecessary delavs in the release of the 
merchandise will result. We believe that a better overall customs 
job will result from this new procedure, and it is quite likely that 
additional revenue will accrue. 

2. New York Post Office survey: As vou know, and as is indicated 
by the increase in staff which we are requesting for next year, we are 
very seriously concerned about mail importations. ‘To help us 
study the subject, we have engaged McKinsey & Co., management 
consultants, to survey our mail examination proc edures at New 
York and to give us their recommendations as to what improvements 
can and should be made. This survey is in progress at the present 
time and will be completed about the end of March. 

Training programs: We have a number of very active and suc- 
cessful inservice training programs operating in several field offices, 
including New York, Philadelphia, and San Francisco. We felt 
the need for expanding our training program on a servicewide basis 
to vover both supervisory and journeyman levels of inspectors, 
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liquidators, entry officers, and other positions, in our Service with 
specialized requirements. We must develop a modern comprehensive 
training program which will maintain a high level of competence in 
our Service. 

4. Building program: No funds are included in this estimate for 
buildings. There are, however, many extremely outmoded = and 
wholely inadequate facilities with which Customs, Immigration, and 
other border agencies are struggling on both the Canadian and Mexican 
borders. In many instances the dramatic growth in traffic volumes 
has completely outmoded facilities which were originally quite 
adequate. This is readily understandable when we realize that no 
significant improvements in border facilities have been made since 
prewar 1940. In that vear 11,300,000 automobiles and trucks entered 
the United States. Last vear the number was nearly 30 million 
In 19406, 49 million people crossed our borders; in 1955, 121 million 

We are working with the General Services Administration on new 
facilities at San Ysidro, Calif.: Eagle Pass, El Paso, and Brownsville, 
Tex., as well as Jackman and Madawaska, Maine. We also are 
working very closely with that organization and with the St. Lawrence 
Seaway Corporation in connection with the relocation of the bridge 
and the building of new facilities at Rooseveltown-Messina Point, 
N. Y. In addition, customs and immigration are considering the 
Jocations where joint small facilities can be built by the two services 


1957 ESTIMATE 


Mr. Chairman, I would like to turn now to our 1957 estimate itself. 
The amount of the estimate is $44,500,000, which is $3,300,000 more 
than the present 1956 appropriation; Of the increase, nearly 
$2,900,000 results directly from the salary increase approved last June. 

All of this estimate, except $269,900, is requested to finance the 
continued operations of the Bureau of Customs at substantially the 
same level as during the current fiscal vear. The statistical informa- 
tion presented, which shows the present high level of customs trans- 
actions has, I believe, demonstrated the need of continuing this level 
of operations. 

This estimate requests money for new personnel, in the amount of 
$189,900 to finance additional examination of foreign mail. The 
limited nature of our examination of foreign mail has long been a 
source of serious concern to the Bureau. In the past two fiscal vears 
we have actually examined less than 5 percent of the more than 30 
million packages which arrived in this country during each of those 
vears. As was shown on the chart during the first part of this pre- 
sentation, the percentage of packages examined has dropped from 
nearly 13 percent in 1947 to the 4.55 percent in 1955. At the same 
time the average duty collected per package examined has risen 
sharply from 77 cents per package in 1947 to $4.19 per package in 
1955. It seems obvious that we should be collecting substantial 
amounts of additional revenue. 

Accordingly, our estimate includes the amount of $189,900 ° to 
finance the examination of an additional 300,000 packages, or a | 
percent increase in the number of packages examined in relation to 
the total received. We conservatively estimate that additional 
revenue amounting to $975,000 will result from this increased exami- 
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nation, bringing a net gain to the Government in excess of $785,000. 
lnereased examination will also serve valuable enforcement purposes 
ihe the mere opening of the larger number of packages. This 

ature is of great importance since we have been getting increasing 
evidence that the mails are being used for the importation of contra- 
band, including dangerous narcotics. 

We are requesting $80,000 in new money to expand our Sunday and 
holiday inspectional coverage across the Canadian and Mexican 
borders. All such coverage must, by law, be provided on an over- 
time basis. This additional amount would finance approxim: — 31 
additional assignments on each Sunday and boliday in fiscal vear 1957. 
We will concentrate the additional assignments in the peak travel 
season and at the largest and most heavily traveled border crossings. 

Mr. Chairman, that concludes my presentation, and, with your 
permission I would like now to ask Mr. Chester A. Emerick, Deputy 
Commissioner in Charge of the Division of Investigations, to give his 
eport on the enforcement side of customs operations. Thank vou 

Mir. Gary. Mr. Emerick, we will be very glad to hear from you at 


ENFORCEMENT AND INVESTIGATION ACTIVITIES 


\Ir. Emerick. Mr. Chairman and members of the committee it ts 
rain mv privilege to outline for you the principal developme nts m 
vestigative and enforcement work of the Bureau of Customs. 


INVESTIGATIVE PERSONNEL 


Our authorized force of customs investigators at the present time 
totals 225, imeluding 29 officers stationed at London, Frankfurt, Paris, 
Milan, Antwerp, Habana, Mexico City, Montreal, Tokyo, and Hong 
Kong. This is an increase of 33 officers over our authorized strength 
for the previous fiscal year. The increase in personnel is largely 
accounted for as follows: 

Fourteen additional customs agent positions on the Mexican border 

further combat narcotic smuggling in that area and six customs 
igent positions, with headquarters at Detroit, Mich., to cover ports 
on the Great Lakes during the navigation season. Funds for these 
20. positions are being made available by the nonfilling of a larger 
number of port patrol officer positions. 

Kleven additional positions for our European, Tokyo, and Hong 
hong offices for the purpose of handling all customs market value, 
dumping and other types of customs investigations previously handled 
i those areas by State Department personnel. These new positions 
were specifically provided for in our 1956 budget. 


ARRESTS AND SEIZURES 


During the fiscal vear 1955 there were 728 arrests made by customs; 
591 of these were made in the El Paso and San Francisco districts. 
There were 506 convictions, or 24 more than in 1954. At the end of 
the vear there were 258 offenders awaiting trial or still under 
indietment. 

There were 940 seizures handled by customs agents during the 
period in question with a total appraised value of $16,121,632.01. 
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There were fewer seizures but the appraised value was considerably 
more than during the previous year. 


PORT PATROL OFFICERS 


As a result of the recommendation contained in the management 
survey report made by McKinsey & Co. a few years ago, increased 
functional control over the port patrol was given to the division of 
investigations in order that uniformity of operations and development 
of personnel where necessary might be effected and needed adjustments 
made. During the past years port patrol officers have been schooled 
by customs agents on the various laws enforced by customs, and on 
the authority given customs officers to conduct searches and seizures, 
and to make arrests. Customs agents also assisted collectors of 
customs in the establishing of plainclothes details of port patrol 
officers which Commissioner Kelly has covered in his statement. 
The results accomplished by the assignment of selected port patrol 
officers to duty in plain clothes have been most gratifying. 


IMMIGRATION BORDER PATROL 


The Bureau of Customs has received the fullest cooperation 
from the Immigration Patrol in combating smuggling on our borders. 
In order to provide immigration patrol imspectors with appropriate 
statutory authority to make seizures and arrests as officers of the 
Customs Service, they are being designated customs patrol inspectors 
without additional compensation. 

Approximately 1,500 immigration patrol inspectors will have the 
dual designation when this program is completed. 


MEXICAN BORDER SURVEY 


As a result of surveys made last summer of our operations on the 
Mexican border, we have made several changes which I believe will 
permit tighter enforcement. The most important of these, already 
mentioned earlier in this report, was the addition of 14 customs agents 
to our staff in that area. These new positions are now being filled 
with qualified border men. Some of the men will augment the staff 
in our present offices, and some will be used in staffing new offices to be 
set up at Corpus Christi and Del Rio, Tex. 

A related change was the unification of operations in Texas by 
placing our existing office at Houston and our new office at Corpus 
Christi under the supervision of the head office at El Paso. 

Hardly less important then the increase in staff is the modernization 
of our radio equipment; some of our border agents have said that first- 
class radio equipment doubles an agent’s efficiency. We have foi 
some years had two-way radios but such equipment has never been 
really adequate i in quantity, and it has gradually become obsolete. We 
are now in process of having modern two-way equipment installed on 
approximately 40 cars along the border. This equipment will be ob- 
tained on a rental basis, under a maintenance contract such that it 
will be kept always in top operating condition. 

Off the record. 

(Discussion off the record.) 
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Masor ENFORCEMENT PROBLEMS 


Mr. Emerick. During the past fiscal year we were confronted with 
four major enforcement problems. They were the smuggling into the 
country of (1) narcotic drugs, (2) diamonds, (3) watch movements, 
and (4) the smuggling out of the country of arms, ammunition, and 
implements of war. Of these problems, the illegal importation of 
narcotic drugs into the United States constituted our greatest problem. 


SMUGGLING OF NARCOTIC DRUGS AND MARIHUANA 


Exhibit A, attached hereto, gives a summary of narcotic and mari- 
huana seizure cases handled by Customs during fiscal year 1955. 
The great majority of these cases, of course, were actually made by 
Customs officers, but there are likewise included the cases made by 
Immigration officers, with whom we cooperate very closely, and 
adopted by Customs for forfeiture of the contraband and prosecution 
of the violators. 

SEIZURES 


Mr. Gary. Without objection the comparative table of seizures 
attached to your statement will be made a part of the record at this 
point. 

(The table referred to follows:) 

Exuipir A 
Comparative table of seizures 


Number of seizures Seized 


Fiscal | Fiseal Percent 
1954 1955 | change 


Percent 


Fiscal 1954 Fiscal 1955 


Ciga- 
Ounces rettes | Ounces 
Heroin. __._. = e ) 95 10.4 291 254 
Raw opium. ._..- y 22 -15.4 971 663 
Smoking opium--. 25 +60. 0 671 184 
Other narcotics. - : +14.7 43 95 
\farihuana: 
Bulk_- = 2 < —17.% 24, 7%: 23, 615 
Cigarettes. 5 , 


Total__. 7 . 5 26, 75 24, 811 


Mr. Emerick. The 834 cases handled during the year include 
seizures made at every major port and under practically all conceiy- 
able conditions. Our three largest problems, however, are heroin 
from the Orient, heroin from Europe, and marithuana from Mexico. 
! should like to speak briefly about each of these in turn. 

Whether by design or coincidence, a large proportion of the heroin 
from the Orient seems to have been coming in on Norwegian freighters. 
The first such case came to attention on May 29, 1953, when a customs 
port patrol officer on waterfront duty alone in Oakland, Calif., searched 
2 Chinese crew members leav ing the Norwegian MY. Bougainville, and 
found them to be in possession of 15% ounces of heroin, 94 percent 
pure. Apparently this had been manufactured in Macau and taken 
on board in Hong Kong, but the names of the foreign shipper and the 
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intended American recipient were never established. The 2 crew 
members were sentenced to serve 3 vears each. 

About 18 months later, on November 11, 1954, 2 customs port 
patrol officers on duty at Staten Island, N. Y., searched 2 Chinese 
crew members leaving the Norwegian MV. Bronrville, and found 
strapped to their legs 5 packages containing a total of 24% ounces of 
95 percent heroin. The two violators stated that it came from Bang- 
kok, but its true origin was never positively established. However, 
a day of resourceful detective work on the part of customs agents 
did result in the identification and arrest of an elderly New York 
Chinese who had made arrangements to buy the heroin. At the time 
of his apprehension, he was found to be in possession of a small 
quantity of cocaine. Despite his age, he was sentenced to serve 7 
years and pay a fine of $500, while the 2 crew members were sentenced 
to 2 years, and fined $100 each. 

The next episode in the series features a reappearance of the 
Bougainville. When this vessel arrived at Los Angeles on January 17, 
1955, our officers had information from a domestic source that heroin 
was aboard, and conducted an extended search, without result. 
While the search was still in progress, however, there was received by 
cable from our officers stationed in Hong Kong more specific informa- 
te supplied by the Hong Kong police. Armed with this, the Los 

Angeles officers returned to an area of the ship already searched, where 
they removed a water sump container below a porthole, and from the 
“4 between the skin of the ship and the inner paneling removed 
72.9 ounces of 92.9 percent heroin. A Chinese member of the crev 
was sentenced to serve 5 years, and was fined $7,000 but the shipper 
and intended recipient were not identified. 

About a month after this seizure, on February 26, 1955, when the 
Norwegian MV. Vigan sailed from Hong Kong, a member of the crew 
had in his possession a packet which a Chinese had placed in his care 
for deliver in the United States. He, however, became suspicious 
that it might contain narcotics, “we turned it over to the captain, who 
manifested it on reaching Kobe, . Japan. The authorities there found 
that it contained 76.8 ounces of heroin, and made seizure. When 
the vessel arrived at Aberdeen, Wash., on March 27, customs investi- 
gation disclosed the identity of the Hong Kong shipper, but not of the 
intended ree ipie nt in the United States. 

Exactly a month later, on April 27, Norwegian authorities in New 
York came to our office there with a letter written from Singapore 
by a seaman on the Norwegian MY. Fernhill, bound for Boston, via 
Suez. This man likewise had a package from Hong Kong for the 
United States, and expressed a willingness to work with American 
customs authorities. Interest was added to the case when it was 
learned by radio that the Hong Kong shipper was the same map 
involved in the Vigan attempt. 

When the Fernhill reached Boston on May 17, the master turned 
over to customs 8 cotton bags containing 61.8 ounces of 97 percent 
heroin. These were emptied, carefully refilled with a similar-appear- 
ing white powder, and then taken to San Francisco by the seaman, who 
was accompanied by a customs agent. There connection was made 
with the Chinese consignee, who took delivery, and paid the seaman 
for his services. He was arrested, found guilty of conspiracy, and 
sentenced to serve 4 years. The Hong Kong police have made 





vigorous efforts to apprehend the known shipper, but so far have been 
mabie to locate him. He may perhaps still be active, since there is 
some recent indication that heroin is still being smuggled on Nor- 
wegian ships. 

Most of our European heroin, on the other hand, appears to enter 
at east coast ports, particularly New York, and some possibly by way 
of Canada. On August 31, 1955, customs searchers on board the 
French SS. Saint Lo, which had arrived at Brooklyn, N. Y., from 
Bordeaux and other Mediterranean ports, were made suspicious by 
the new and crude appearance of a cabinet built around pipes below a 
sink. Removing this, they found 21 pounds 9 ounces of 96 percent 
hereoin, the largest seizure of that commodity made in the United 
States since 1947. 

No violator was apprehended, but that the shipment was not 
an isolated transaction is indicated by the fact that on September 19, 
1955, police at Orly Airfield, just outside Paris, found 17.6 pounds 
of heroin in the baggage of a Sicilian who was about to take off for 
Montreal. Again, on ee 10, 1955, when the French Ss. 
Saint Malo arrived at Montreal, Canadian customs and police officers, 
acting on information supplied by United States narctoic agents in 
Europe, found 31 pounds of heroin concealed in the ceiling of a crew 
member’s room. This man was recently sentenced to serve 5 vears. 

While heroin appears on the Mexican border, the big-volume 
item in that area is marihuana. In previous years I have mentioned 
some of our proble ms in connection with deliveries made at points 
inland from the border; today I should like, out of many important 
cases, to tell you about one made right on the border which required 
some careful work. 

On April 15, 1955, customs agents at Laredo, Tex., received infor- 
mation that an imperfectly identified truck had just picked up a load 
of smuggled marihuana. An attempt to intercept the truck on the 
highway was unsuccessful. 

On Mav 17, information was again received, apparently on the 
same truck. Accordingly, just before dusk on that day, 5 customs 
agents took up watch at 2 stations from which the general area of 
the intended delivery could be observed with fieldglasses. There- 
after the agents at 1 station saw a truck containing 2 men come down 
the street and stop at a drive-in, where the men remained about 15 
minutes. Coming out, they drove up one street a block, wheeled 
around and came back, turned into a cross street where they could 
look down it to the Rio Grande. After about a half bour, a man 
came toward them from that direction, whereupon they got into the 
truck and drove toward him, out of sight. 

At this time, agents at the other station saw the single man pass 
across their line of vision, and about 5 minutes later saw two men 
pass, carrying what seemed to be a heavy load. Then the agents at 
the first station saw the truck come back. They followed it, stopped 
it, and found it loaded with 250 sacks of onions. Underneath these 
were four paper-wrapped burlap bags containing 100 pounds of mar- 
huana. The two men apprehended were convicted, and received 
sentences of 2 years and 18 months, respectively. 

This case, a typical border operation, illustrates on the one hand 
the unique value of accurate information, while on the other it shows 
that in order to exploit such information it is necessary to have avail- 
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able an adequate number of capable and well-trained men. Such a 
surveillance must be both well planned and carried out with good 
judgment, in order to make it possible, without alarming the quarry, 
to effect a valid seizure, with evidence to sustain a conviction. 


DIAMOND SMUGGLING 


The smuggling of cut diamonds which permits the evasion of 
income and luxury taxes as well as customs duties continues to be 
very attractive for the commercial smuggler. The most recent dia- 
mond smuggling case resulted in the arrest of Reginald Morfett, chief 
steward of the British steamship Assyria on October 30, 1955, at 
the port of New York and the seizure of diamonds and jewelry ap- 
praised at $48,135. This case was made after an exhaustive inves- 
tigation by customs agents of the Special Customs Racket Squad at 
New York following receipt of information from one of our European 
agents. 

Incidentally, Mr. Morfett was sentenced last week in the New 
York district court to 3 years. 

Another recent diamond case was the seizure on October 27, 1955, 
of 807.81 carats valued at $84,395, which was made at the Idlewild 
Airport, New York. The information in this case was developed 
2 or 3 years ago by customs agents of the racket squé ad at New York, 
at which time the violator was suspected of engaging in gold smug- 
gling from the United States. 

The largest seizure made during fiscal vear 1955 occurred at New 
York on August 2, 1954, and covered cut diamonds weighing 2,150 
carats valued at $243,810. Mr. and Mrs. David Klapholz were 
arrested by customs agents when they took delivery of a box contain- 
ing glassware in which the smuggled diamonds were concealed. In- 
formation in this case was de velope <d by one of our European agents. 


THE SMUGGLING OF WATCH MOVEMENTS 


Reports received by this office indicate that the smuggling of watch 
movements has increased since the issuance of Presidential Procla- 
mation No. 3062 of Julv 7, 1954, which raised by approximately 50 
percent the rates of duty applicable to such movements. 

Our agents are fully alert to the problem but are finding it a 
difficult one with which to cope. It is hard to find and develop 
informers or to secure information from other sources and little 
effective cooperation has been received from the importers of Swiss 
watch movements or from enforcement officers in Switzerland, the 
country of origin. 

A conference was recently had with a representative of the Swiss 
watch industry upon his visit to Washington, D. C., and it is hoped 
that assistance will be obtained from the industry in obtaining infor- 
mation on watch smuggling. 

The most important seizure of watch movements made during the 
past fiscal year occurred at New York on March 23, 1955, and covered 
8,470 watch movements appraised at $82,388. The seizure was made 
from Alex Pruzan, of Brewster, N. Y., upon his arrival at the port of 
New York on the steamship United States. 

By the way, Pruzan was found guilty last week and is to be sen- 
tenced February 2 at New York. 
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DISPOSAL OF RECOVERED PROPERTY 


Mr. Gary. What do you do with all these diamonds and watches 
that you recover? 

Mr. Emerick. Diamonds for the most part are delivered to the 
General Services Administration, apparently for stockpiling purposes. 
The other types of jewelry, watch movements, ordinarily are sold 
by the marshal to the highest bidder. 

Mr. Gary. They are forfeited? 

Mr. Emerick. Yes. 

Mr. Gary. To the United States? 

Mr. Emerick. To the United States and ordered to be sold by the 
United States marshal. 

Mr. Gary. And the money goes to the United States? 

Mr. Emerick. The proceeds from the goods sold go to the United 
States, yes. 

Mr. Gary. Have they ever gotten rid of the diamonds this com- 
mittee looked at in New York some time ago? 

Mr. Emerick. I do not know. That is in the hands of the General 
Services Administration. If the court decrees a forfeiture we do not 
have further jurisdiction. 

Mir. Sremrnskr. Mr. Chairman, why could we not destroy the 
watch movements, because you could develop a racket by selling 
them in that wav. Why should we not destroy them so that there 
will be nothing in it for anyone? 

Mr. Gary. Of course, that is not a question for this committee. 
| was just asking the question for information. The committee can 
inake any recommendations it might see fit on that point. 

Mr. Sreminskr. On the one hand we say no smuggling is to be 
allowed, yet we take the goods that are smuggle “d and. place them on 
the official market. 

Mr. Gary. They are forfeited so far as the owners are concerned 
and when they are sold the money goes to the United States 
Crovernment. 

Mr. Steminskr. What are we interested in? 

Mr. Gary. We are interested in stopping smuggling as I see it, 

Mr. Steminskr. From which Uncle Sam collects revenues. 

Mr. Gary. When an arrest is made you confiscate the goods, the 
owner of the smuggled property loses the entire value of the property, 
the person who is bringing it into the country is prosecuted and con- 
victed, and the U nited States gets anv money collected out of the 
transaction. 

Mr. Steminski. Tainted money. I am interested in preventing 
that situation from turning over a dollar that is tainted, even though 
it comes to the United States. 

Mr. Gary. I would not call it tainted if it is confiscated and sold. 

Mr. Canrietp. Off the record. 

(Discussion off the record.) 

Mr. Steminski. I am sorry. I will make reference to it later. 

Mr. Gary. As I understand the situation, the confiscated property 
is held for evidence until the cases are disposed of in court? 

Mr. Emerick. That is correct. 
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Mr. Gary. Then the court either orders how the property shall be 
disposed of or it is turned over to the General Services Administration 
for disposition in accordance with law? 

Mr. Emerick. That is correct, sir. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. I interrupted you. You may proceed. 


SMUGGLING OUT OF THE UNITED STATES OF ARMS, AMMUNITION, AND 
IMPLEMENTS OF WAR 


Mr. Emerick. Violations of the Mutual Security Act involved 
attempts on the part of revolutionary groups to export arms, ammuni- 
tion, and implements of war from this country to Cuba and certain 
Cental American countries without complying with the licensing 
requirements of the Department of State. The Mutual Security 
Act is administered by the Department of State and is enforced by 
the Bureau of Customs as the agent of that Department. 

Several seizures and arrests were made during the past fiscal vear 
in cases involving the unlawful exportation or attempted unlawful 
exportation of arms, ammunition, and implements of war. 

Important seizures of arms and ammunition occurred at Laredo 
and Miami, including 16,000 rounds of .38-caliber ammunition, and 
a number of .38-caliber pistols, several M1 carbines and machinegun 
parts. 

Mr. Chairman, this concludes my statement on the enforcement 
and investigative activities of the Bureau of Customs. 


SALARIES AND EXPENSES 


BUDGET JUSTIFICATION DATA 


Mr. Gary. We will insert pages 116, 117, 118, 119, through ‘‘Analy- 
sis of appropriation base,” in the record at this point. 
(The material referred to follows: ) 
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SALARIES AND EXPENSES, BUREAU OF CUSTOMS 


Analysis of appropriation base for fiscal year 195? 
! , I J Y 


Regular appropriation, 1956 act 
Supplemental appropriation for 1956 


Total appropriation, 1956 
Reductions: 

Activity 1. Assessment and collection of duties, 
taxes, and fees 

Activity 2. Appraisal of imported merchandise 

\ctivity 3. Investigations of violations of customs 
and related laws and regulations 

Activity 4. Audit of collection and merchandise 
accounts z e ‘ 

Activity 5. Analysis and identification of mer- 
chandise for tariff purposes 

\ctivity 6. Executive direction 


Total 


1110ns: 

Activity 1. Assessment and collection of duties, 
taxes, and fees 

Activity 2. Appraisal of imported merchandise 

Activity 3. Investigations of violations of customs 
and related laws and regulations 

Activity 4. Audit of collection and marchandise 
accounts 

Activity 5. Analysis and identification of mer- 
chandise for tariff purposes 

Activity 6. Executive direction 


Total 
ustment in base (net) 


\ppropriation base for 1957 
Increase over appropriation bas« 


— 
D056 


500 


26, 500 
, 700 


, 600 
, 900 


703 


303 


2, 745 


130 


, 190 


490 
235 


303 


» 200, 000 


, 200, 000 


2, 653, 600 


3, 853, 600 


646, 400 


\ppropriation estimate for 1957 , 900, 000 


Increase or decrease from total appropriation, 1956_- ; 3, 300, 000 


not include anticipated supplemental for 1956 to cover cost of authorized pay increases. 


Comparison of appropriation base with appropriation estimate for 195? 


Appropriation base 


for 1957 


ollectior 

wcounts 
and identificatior 

handise for tariff purpose i 
direction 5 V5 


3, 853, 600 
base (net + 2, 653, 600 


lappropriation, 1956, and 
ppropriation estimate for 
1957 $1, 200, OOO 
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GENERAL STATEMENT 


The program of the Bureau of Customs is to effectively and efficiently perform 
its major functional respensibility of administering the provisions of the Tariff 
Act of 1930, as amended. Operationally, this involves the processing of al! 
merchandise, carriers, and persons entering the United States in a manner so 
that internationa: trade is facilitated, the revenue is protected, and all harmful! 
or illegal importations are excluded. Certain navigation laws, and the regulations 
of many other Government departments and agencies affecting imports and 
exports, are also administered or enforced by customs. 

As an enforcement organization, customs is concerned primarily with combating 
smuggling and frauds on the revenue. As stated above, it also enforces the 
regulations of many other Federal agencies. These agencies include the Treasury’s 
Internal Revenue Service (customs collects internal revenue taxes on imported 
merchandise), Bureau of Narcotics (preventing the smuggling of narcotics is one 
of customs’ primary responsibilities, and close cooperation is maintained on other 
narcotics problems), and the Bureau of the Mint (customs guards against illegal! 
exportations of gold, and sees to it that imported gold gets into the proper chan- 
nels). Customs works hand in glove with the Immigration and Naturalization 
Service, and at some places performs the entire immigration function. Similarly, 
at other places, immigration officers perform both customs and immigration 
functions. Several Department of Agriculture bureaus make use of customs’ 
front line inspectional staff to enforce quarantines on plants and farm products 
and to police import quotas. Close cooperation is maintained with the Public 
Health Service. Customs also enforces the Export Control Act on behalf of the 
Department of Commerce, and funds are transferred from that Department to 
in large part defray the cost of this work. Customs controls exports of munitions 
for the Department of State and of fissionable and related materials for the 
Atomic Energy Commission. In each case, customs performs essential functions 
which could not be performed by the other agencies except at escessive expense 

After a slow beginning, the last half of fiscal year 1955 saw a sharp upturn in 
the volume of importations, with the result that all major customs workload 
items rose to new heights. Formal entries exceeded those of 1954 by nearly 4 
percent and were only slightly lower than the 1953 record. The number of 
carriers entering the United States was 4.7 percent greater than in 1954 and 
persons entering totaled nearly 121 million; an average of 4 persons every second 
during the year. Customs collections were sharply increased to nearly $860 
million, causing a reduction in the cost of collecting $100 from $5.01 in 1954 to 
$4.75 in 1955. Collections on mail importations again rose sharply to $5,819,000, 
an increase of nearly 25 percent over 1954. 

A major accomplishment during the year was a sharp reduction in the backlog 
of unliquidated formal entries. From 742,000 on July 1, 1954, the total un- 
liquidated was reduced by 20 percent to 594,000 on June 30, 1955. Since the 
practical minimum is probably between 450,000 and 500,000, the long sought 
goal of eliminating the real excess backlog is now within sight. It may be noted, 
however, that continuing sharp increases in the volume of importations and 
resultant formal entries may seriously hamper our efforts in this direction. 
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EXPLANATION OF LANGUAGE CHANGES 


Congressional action in passing basic authorizing legislation has made possible 
two appropriation language deletions; the third removes only reference data: 

1. Delete ‘‘expenses of attendance at meetings of organizations concerned with 
the purposes of this appropriation’ —section 102, act of June 1, 1955 (69 Stat. 76), 

2. Delete “arms and ammunition’’—act of June 1, 1955 (69 Stat. 82). 

3. Delete “‘as authorized by the act of September 1, 1954 (68 Stat. 1114)’. 


Analysis of appropriation base 






Appropriation allo- 
cation for 1956 


Adjustments in base 


Net change in base, 
increase (+ de 
crease (—- 





Activity ss a 
| 
Average | Reduc- ; Average | 
positions | Amount tions | Additions positions | Amount 
Assessment and _ collection of 
duties, taxes, and fees 5, 531.4 ($30, 913, 400 | $186, 503 | $2, 190, 303 —69.8 |+$2, 003, Su 
2. Appraisal of imported  mer- 
chandise 1, 052.0 5, 161, 800 18, 500 372, 745 — 20.2 +354, 245 
3. Investigations of violations of 
customs and related laws and 
regulations 286. 1 2, 246, 000 26, 500 134, 430 —4.5 +107, 930 
4. Audit of collection and merchan- 
dise accounts 112.4 768, 300 2, 700 54, 100 —1.2 +51, 400 
Analysis and identification of 
merchandise for tariff purposes 116.2 740, 900 2, 600 49, 490 —2.5 +46, 80 
6. Executive direction 219.8 1, 369, 600 4, 900 94, 235 —2.4 +89, 335 
Total ; 7,317.9 | 41, 200, 000 241, 703 2, 895, 303 —100.6 | +2, 653, 600 


INCREASES REQUESTED FOR 1957 


Mr. Gary. It appears from these tables and from your statement, 
Mr. Kelly, that vour request for increase is $3,300,000, of which 
$2,900,000 results from the automatic salary increases passed by 
Congress last vear. That leaves $395,000 for other purposes. Will 
vou tell us just exactly what this $395,000 additional is being requested 
for? 

Mr. Kerry. $189,900 is to finance the additional examination of 
foreign mail. In that, we propose to select out by judgment the 
larger packages and examine more of those. They might be 1 percent 
of the total of 30,500,000, but a larger percentage of larger bundles 
which contain merchandise. In the 30 million packages there are a 
number of the so-called gifts of the month, a little vial containing 
perfume or something like that. Probably 27 million or 28 million 
are What they call paquettes (small packages). The larger bundle 
contain the costume linens, pocketbooks and that sort ol 
merchandise, and they are the ones we propose to look at more closel\ 

Compared to the 600,000 large packages we now open and inspect, 
the 300,000 additional for which we are requesting funds will increase 
that type of inspection 50 percent. 

I can go on in greater length, but that covers $189,900. That 
will provide for 50 additional people, many of whom will be placed at 
New York, which is our largest port of entry. 

Mr. Gary. You are asking 50 additional emplovees for the exam- 
ination of incoming foreign mail? 

Mr. Ketiy. Incoming foreign mail. 

Mr. Gary. Are all those field agents or inspectors? 

Mr. Ketiy. They are inspectors and verifiers and laborers; 50 
people. 


shoes, 


We have what we call teams. As the packages come along the 
segregator looks them over, lifts them in his hands this way and 
that way [indic ating] and also looks at the invoice for the name of 
the importer. Then he places the packages to be examined in one 
post-office tub and the others in another tub. 

Mr. Gary. They are all field agents? 

Mr. Keury. Field agents; ves, sir. 

Mr. Gary. All right, sir. “What are the other items? 

Mr. Kevtity. We have $80,000 for additional inspection at some of 
the larger ports of entry, such as Windsor and San Ysidro and El] 
Paso, where tremendous streams of passengers enter the country. 

When I was at the border around Christmas I was astounded to learn 
that of 121 million people entering the country; 55 million people 
come in through El Paso, Nogales, and San Ysidro, those 3 ports. 
This is a tremendous flow ef people. 

During the holidays, or when they have 16 races a day at San 
Ysidro, we have 8 lines of traffic backed up for miles. 

We propose to “heavy up” on inspectors at those times. That is 
what we are asking $80,000 for. 

Mr. Gary. How many additional employees will that give you? 

Mr. Kentiy. That is overtime. In our appropriation we have a 
certain amount of overtime, but it will not stretch over this important 
work. So we propose to add overtime and not people to add that 
coverage. 

Mr. Gary. In other words, instead of using additional employees 
you are going to use the trained employees you already have? 

Mr. KeEtiy. Yes, sir. 

Mr. Gary. All right, sir. What is next? 

Mr. Ketiy. The other major one is what we call “To maintain the 
present level of employment.”’ That is the within-grade term previ- 
ously used. 

In customs, sir, we have had to absorb the within-grade increases 
in previous years. That meant a reduction in force. This vear we 
are asking to maintain the same force we had last year, particularly 
in view of this heavily increasing workload. We call that maintaining 
employment. 

That amounts to $376,500. 

That comprises the total of the $646,400 that we are asking over and 
above last year, plus the increase in pay. 

Mr. Gary. Does that cover practically all of it? 

Mr. Ketziy. That is all of our request for increase. 


BAGGAGE CHECKS 


Mr. Gary. A few years ago you switched from a rather thorough 
check to a spot check on baggage coming into the country. 

Mr. Ketiy. Yes, sir. 

Mr. Gary. Are you still following that system? 

Mr. Ketuy. Yes, sir. 

Mr. Gary. How does it work? 

Mr. Kretty. Very well. Every once in awhile we run a_ 100- 
percent check, and then we will try a spot check here and a spot 
check there. All of our spot checks indicate that with the increased 
exemption allowance of the ordinary tourist up to $500 for 12 days 
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out of the country that we pick up practically nothing, nothing worth 
while to justify a greater inspection of the baggage than we now give. 

I might say at this point that this form of spot inspection has not 
been satisfactory to the Department of Agriculture. They are asking 
that we give closer inspection to baggage on account of the hazards 
in plant and meat products that might not be observed in this spot 
inspection. 

We have found, as I told you, that increased inspection of baggage 
for customs purposes does not give any appreciable gain, but increased 
inspection of baggage for agricultural products shows that we pick 
up, say, 4 to 1 over the 1-bag-out-of-5 inspection, so they are requesting 
us to give an increased inspection of baggage for them. 

There is an item in their appropriation request, as I stated in my 
statement, of $856,000 for that type of inspection, sir, which they 
propose to allot to us. 

Mr. Gary. In other words, they are going to pay you to make that 
inspection for them? 

Mr. Ketiy. To pay that addition; ves, sir. We could make that 
inspection and delay the passengers, but in view of the President’s 
attitude and our own desire to put passengers through quickly, we 
proposed to give this increased examination in the same length of 
time it now takes to put people through, which means more inspectors 
They have an item in their appropriation which if approved will be 
transferred to us. 

Mr. Gary. What is the purpose of those inspections? 

Mr. Keniy. Well, it is mostly for meat products. All aleng the 
border and in California and in Florida our inspectors do an excellent 
job of seizing plants and prohibited products such as_ prohibited 
fruits. It is mostly plants and fruits. Along the border I have no- 
ticed there is always an Agriculture man at the ports of entry. Our 
man makes a seizure, he has the plant or the bush or whatever it is, 
and he ealls for the Agriculture man, and he comes over and takes 
over. He either permits it to go through or he seizes it. 

On the docks in New York and on the airplanes—but mostly on 
the ships—there is apparently a large importation of meat. I believe 
that vou gentlemen, when you made your trip to New York 2 or 3 
vears ago, noticed - t some immigrants as well as some citizens would 
bring in a big roll of bologna or sausage, that the home folks had 
prepared. They are not aware of the regulations of the De ‘partment 
of Agriculture and do not know they cannot bring them in. We 
are forced to seize these products during our customs inspection. 

Mr. Gary. One of the ladies was very indignant. She said that 
was the best meat in the world and you had no right to confiscate it. 

What is the purpose of confiscating that meat? 

Mr. Keitiy. Again, I am talking for a department I know very little 
about. They have a theory that that meat, if it is brought into the 
country, will not be completely consumed by the pacene, and that 
they throw it in the garbage can and some dog or cat can eat it and 
if it has foot-and-mouth disease that will be irhiineelited and eventu- 
ally get to larger animals. 

Mr. Gary. It is to prevent disease, then? 

Mr. Ketiy. To prevent the spread of the foot-and-mouth disease, 
because that meat does come from areas tabbed as foot-and-mouth 
danger areas, in Italy and wherever else it comes from. 
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COMPLAINTS OF IMPORTERS 


Mr. Gary. Several years ago we had a great many letters and peti- 
tions from the importers in New York complaining of the fact that 
the delay in determining the imports was so extensive that it militated 
against the sale of the goods and was a severe handicap to the im- 
porters. As a result of those complaints we authorized a great many 
new field agents to speed 1 ip that procedure. Can you tell us wha 
that situation is now? 

Mr. Keuuy. Yes. In the last vear I do not believe | bave received 
a complaint from an importer regarding delays. Now, the biggest 
source of delay was the tains of forei ‘ign value. We were 2 or 3 
years behind in that work in Europe and in England. We sent a team 
over to England just before | came into Customs and they cleaned that 
job up in that area. 

Last year we asked for money, which was granted, to “heavy up” 
on our agents for determining foreign value. [ think it was 16 orl4 
it was mentioned in Mr. Emerick’s statement. 

Those men have reduced the foreign value backlog to something 
like 60 days. So we are only, say, 60 days behind in our determina- 
tion of foreign value, which is remarkable, and | think one of the 
reasons why we have so few complaints at the present time. 

I can speak favorably of all of them, but the group in Japan has 
done an exceptional job on difficult subjects like the foreign value of 
tuna fish. What is the forei yen value of a fluctuating commedity like 
tuna fish? They have done a splendid | 

The one in Hong Kong has written ica some of his efforts to get 
into some of these places where they manufacture in the home, and he 
has broken down the barrier, I think. For instance, he finds that they 
lose face if they do business in the morning. He lias entered some of 
these home manufacturing places where 1 do not believe any of our 
agents ever got in before. 

I am highly pleased at our operations in those two locations. 

Mr. Gary. You think that the situation is pretty well in hand 
the present time and you do not need any new agents in that work? 

Mr. Keuuy. I can definitely say that it is in ' ind and at the present 
rate of business we do not require any new agents for that particular 
work. 

SMUGGLING OF NARCOTICS 


Mr. Gary. I want to comment on the showing that the Bureau is 
making in the prevention of the smuggling of narcotics. That is a 
subject which this committee is verv deeply interested in. 

Of course, when they smuggle other goods into the country at the 
worst we are losing a few dollars in customs, but when narcotics come 
into the country it is not a question of money but is rather a question 
of human values. We know that narcotics today are becoming a 
tremendous problem in the United States and undermining the health 
and minds of a great many Americans. It has been particularly 
devastating within the last few vears among the youth of our Nation. 
When you undermine the manhood and youth of this Nation you are 
undermining the Nation itself. 

I wish that we could find some way to solve the narcotics problem 
by preventing any importation. 





I notice one of the Senate committees the other day said that they 
were going to suggest capital punishment. We have increased the 
punishment, and I understand that has had some deterrent effect, 
but there is still a lot of smuggling going on. There is far too much 
narcotics being used in the United States, and this committee is very 
glad to hear of the activities of your Bureau in assisting in the handling 
of that problem. 

The post office inspectors, the Secret Service and several of the other 
agencies have come in and told us that a great number of crimes 
the stealing of mail from post office boxes and the forging of ehecks 
are done by habitual users of narcotics who are trying to obtain money 
to buy additional narcotics. It is a very serious problem. ; 

(Discussion off the record. 


OBLIGATIONS 


Mr. Gary. Mr. Kelly, will Vou vive us vour obligations by month 
in the fiscal vear 1956, for the record at this point. 
(The information is as follows: 


Ob/ gations, a il {- De cember 1955 


TRANSFERS OF FUNDS 
DEPARTMENT OF COMMERCE 


Mr. Gary. How much has been asked by other departments for 
transfer to Customs? 

Mr. Ketiy. There are two amounts. 

During the current year the Department of Commerce transferred 
to us $700,000 for the control of exports, which is a temporary control 
authorized by Congress. 

Mr. Gary. You mean the munitions? 

Mr. Keuiy. Munitions and automobiles and goods of all kinds, 
under the Export Control-Act. We have no indication that they 
are not going to do that this year. We have every expectation 
that we are going to have a similar amount allotted to us from 
Commerce the coming year. 

Mr. Gary. You do not have any problem on the gold now, do you? 

Mr. Strupincer. No. Not with respect to the transfer of funds. 

Mr. Gary. I mean, do you have any problem with the illegal 
exportation of gold? That was a problem several years ago. 
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Mr. Emerick. No; there is no problem now. The free market in 
cold was established in London about 18 months ago, and at the 
present time gold at London is selling at about $35 or slightly under 
that an ounce, which takes the profit out of smuggling of gold from 
the United States. 

Mr. Gary. By the way, I have not heard anything about parakeets. 
What is the situation on those now? 

Mr. Emerick. We are still plagued with that problem of parrots 
and parakeets. 

Mr. Gary. Thev are still smuggling them across the border? 

Mr. Emerick. Yes, sir. 

Mr. Keviy. Not in large numbers, but every now and then there is 
someone crossing the border who is caught with parakeets under the 
hood or in the trunk of his ear. 

Mr. Gary. You have now given us $700,000. 


DEPARTMENT OF AGRICULTURE 


Mr. Kerry. The one that has been presented to the Appropriations 
Committee—and Mr. Strubinger was there last Friday-—was $856,000 
for 100 percent baggage inspection principally in New York for agri 
cultural products 

Do vou wish to add anything to that, Mr. Strubinger? 

Mr. Strusincer. Not unless Mr. Gary wishes me to give the 
details of it. [have here a statement which I provided for the record 
for the Subcommittee on Agriculture. It pretty well explains 
the whole situation with respect to the reason it was asked for and 
what we intend to do with it. 

\lr. Gary. | think it would be a good idea to put that in the record. 

Mr. Keiiy. That explains more clearly and in greater detail what 
| covered briefly in my statement. 

The information is as follows: 


ASSISTANT COMMISSIONER OF C 
DEPARTMENT OF AGRICULTURE 


he practice of thi ureau to inspec 
: 


age arriving by vessel and air 
sa 


pecti wi made primaril for the pu 
tations am *the purpose of detecting and exeluding 
neludin im ro ‘ts subj 


of plant and 


( 
lepartment of Agriculture This tvpe of exami 


| 
( 


» 5 hours or even longer for large passenger vess 


manv passengers for extensive periods of time 
‘re advised that we could anticipate a sharp rise in 
particularly on aircraft, that would have to be processed 
has oeeurred. 

In order to reduce these dela and also in ord rto permit t he cust MMS Sef rvice 
to function effectively within the limited funds available, a much more limited 
Insp. ‘tion, generally of not more than one piee of baggage for each passenge 
Was instituted. In 1949 the personal exemption from duty for persons returning 
from abroad was inereased from $200 per person to S500 per person Now, 

| found to be dutia! 
The Commissioner of Customs and the Seeretary of the reasuryvy were at 
satisfied that the requirements of customs laws and regulations are being 
quately enforced by this limited inspection program. 


1 


only approximately 3 percent of all baxgage declarations are | 
r 
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It very soon became apparent however, that this view of the adequacy of 
customs inspection was not shared by representatives of the Department of 
Agriculture. Several different methods of combating the problem without 
increasing inspectional manpower were tried. Inspections were concentrated on 
persons arriving from suspicious areas, notably from the Mediterranean. Special 
questioning was instituted. While some increase in agriculture detentions were 
noted as a result of these efforts, spot tests of baggage not regularly examined 
indicated that substantial numbers of illegal agricultural importations were being 
missed. Finally, at the request of and with the cooperation of the Department 
of Agriculture, two extensive test checks were made of several transatlantic 
passenger vessels on succeeding runs during the same season. Upon the first 
arrival, the baggage was inspected as usual on the limited basis described above. 
On the second arrival, substantially every piece of baggage was examined. While 
customs collections and customs enforcement seizures showed little or no change, 
the number of agricultural detentions increased from less than 70 to more than 
400. 

After further discussions with representatives of the Department of Agricul- 
ture, the conclusion was reached that the only answer insofar as they were con- 
cerned was the resumption of substantially 100 percent baggage examination 
On the other hand the resumption of complete examination without additional 
manpower would mean a substantial lengthening of the time required to clear a 
given vessel’s passengers. In view of the President’s program to encourage 
foreign travel and trade, such inereased delays could not be permitted. Addi- 
tional manpower was the sole available method of meeting the situation, and, in 
that connection the Secretary of the Treasury advised the Secretary of Agricul- 
ture that if additional manpower was to be secured, it would have to be financed 
by Department of Agriculture funds. 

In relation to the above discussion, certain statistics concerning the numbers 
of passengers arriving by aircraft and vessel during recent vears are significant. 
Specifically, the number of aircraft passengers in fiscal year 1952 was 1,260,000 
while in fiscal year 1955 there were nearly 2,005,000 such passengers, an increase 
of 59 percent. The number of aircraft themselves arriving increased from 
86,500 in 1952 to 117,600 in 1955, an increase of almost 36 percent. On the 
vessel arrivals side of the picture, the number arriving in 1955 was almost the 
same as those arriving in 1952, the actual figures being: 1952—899,000, 1955— 
843,000. In New York the figures were 499,000 and 491,000, respectively. 

It is important to realize that because of the $500 exemption now allowed 
returning residents, articles of small value have little or no significance from a 
customs standpoint. On the other hand there could be a high potential of danger 
in agricultural products carried in passengers’ baggage even though they have 
little or no commercial value. 

In summary, this estimate is intended to provide manpower sufficient to 
permit the resumption of substantially 100 percent baggage examination, as it 
was performed prior to April 1953, but for a number of passengers and, conse- 
quently, a number of pieces of baggage, greatly in excess of those that were being 
handled previously. 


fr. Gary. Off the record. 
(Discussion off the record.) 


WORKLOAD DATA 


Mr. Gary. We will insert at this point in the record the workload 
tables on pages 121, 127, 129, 131, and 133, with the appropriate 
headings. 

(The information is as follows: ) 


The major significant workload items applicable to this activity are shown on 
the following table: 
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Significant workload data 


Actual Estimated 


1954 1956 1957 


Formal entries 
Free__. ‘“ ; 7$ 266, 183 266, 000 275, 000 


Dutiable : : 627, 935 674, 000 710, 000 
Warehouse. -.. : 70, 435 75, 000 80, 000 


Total formal entries 553 1, 015, 000 065, 000 
Percent change from prior year 2. -5. ! 3.7 5.0 5.0 
Informal entries: 
Baggage_ , 853, , 951, O75 b , 463 2, 262, 000 2, 274, 000 
Mail , 55s 524, 85: 553, 333 560, 000 710, 000 
Other_ —. 32, 428, 346 28, 495 428, 000 128, 000 


Total informal entries 2, 2, 904, 276 3, , 291 3, 250, 000 3, 412, 000 
Percent change from prior year. - 6.6 5.0 5.0 


In-bond entries 
Immediate transportation ‘ 3, 405 426) 234, 000 246, 000 
Transportation and exportation 178, ‘ ’ , 970 250, 000 262, 000 


Total in-bond entries 353, 425, 13% 461, 396 484, 000 508, 000 
Percent change from prior year ; 8.5 5.0 5.0 


Export transactions: 
Notices of exportation. .- 5, 9, 336 043 | 201, 000 201, 000 
Drawback entries “ai . , 2 , 63+ 4, 447 | 15, 000 15, 000 
Export declarations. -__- - c , 155, 7, 271, 6s : 959 7, 589, 000 , 589, 000 
Total export transactions_. d 313, 282 | 7, 463, 67 804, 449 7, 805, 000 , 805, 000 
Percent change from prior year ---- ; 2.1 4.6 a 
Carriers of persons or merchandise arriving 
& from foreign countries “i ; 30, 933, 622 | 32, 183, 184 | 33, 941 35, 000, 000 36, 400, 000 
Percent change from prior year se 8.0 4.0 4.7 4.0 4.0 
Persons arriving from foreign countries. _..| 117, 917, 217 , 074, 026 345 (126,850,000 | 133, 200, 000 
Percent change from prior year--_-.-..-- 12,1 —3.3 5.9 5.0 5.0 
Documentation transactions: 
Documents issued (registers, enroll- 
ments, and licenses) - -- se taaennre : 3, 965 ‘ 14, 000 14, 000 
Licenses renewed aoe : 22, 25, 4: ; 29, 000 29, 000 
Mortgages, bills of sale, and abstracts 
of title recorded ne . ea 9, 11, 000 11, 000 
Abstracts of title issued ; i 24 4 3, 000 3, 000 
Navigation fines imposed 2, : : 2, 000 2, 000 


Total documentation transactions : 54, 218 58, 59, 000 59, 000 
Percent change from prior year 


Workload data 


Actual Estimate 


j 
1954 | 1955 1956 1957 


Packages examined at appraisers’ stores | 628, 675, 115 668, 000 | 702, 000 
Percent change from prior year - 7.3 2.0 | 2.0 
Invoices received | 1, 460, 1, 620, 166 , 652, 000 | 1, 685, 000 
Percent change from prior year _- | ; -‘ | 10.9 2.0 | 2.0 


Number of invoices over 30 days old on 
June 30 | 
(a) Workable (awaiting action by | 
examiners) J 63, 009 76, 256 42, 76 58, 000 73, 000 
(6) Not workable (awaiting court | 
action, report from foreign | 
country, ete.) a chicane 128, 328 151, 187 95 75, 000 70, 000 


Total 191, 337 227, 443 133, 000 143, 000 
Percent change from prior year 18.9 : —3.6 7.5 
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Summary by objects class 
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100, OOO LOO, OOO 


1. 000 1, OOO 


) 


lations verified 2, 250, 144 
fications pending at end of vear 358, 927 
found 14, 411 
t errors to total liquidation 0.6 


Sample 8 teste d 


tics 7 1. 206 


10, OST 


14. UO! 


POSITION RECLASSIFICATIONS 


\Ir. Gary. How many positions have been reclassified up to date 


n fiseal vear 1956? 

\lr. Jonnson. [ can get that information. 

Mir. Gary. Will you insert that figure in the record, with the annual 
COSt. 


The information is as follows:) 
UMBER OF RECLASSIFICATIONS AND ANNUAL Cost, JULY-DECEMBER 1955 
(FiscaL YEAR 1956) 


Number: 230. 
\nnual salary cost: $39,303 in the GS series. 


AUTOMOBILES 


Mr. Gary. How many automobiles does the Bureau now operate? 

Mr. Ketiy. 662. 

Mr. Gary. Will you supply for the record a table showing the 
number by year, model, and the replacement schedule. 

Mr. Kenuy. | would be very happy to. 

The information is as follows:) 
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Number of automobiles, by year and model (make)—J une 30, 1955 


1941 | 1942 | 1946 | 1947 | 1948 | 1949 | 1950 | 1951 52 | 1953 | 1954 


Chrysler 

Dodge 

Ford » 

udeon........ 

Kaiser 

Lincoln 

Mercury 

Oldsmobilk 

Packard a ‘ ‘ ; 

riya 1outh __.- . 7 l l 
Pontiac z . 3 5 3 3 
Wi illys . 2 2 


109 109 107 


REPLACEMENT SCHEDULE 


Under authority contained in the “Salaries and expenses’’ appropriation lar 
uage, Customs may replace up to 75 automobiles per vear. Those replaced ar 
generally the oldest, and must meet the GSA replacement standard of 6 years of 
age or 60,000 miles. The operation record of each auto is reviewed as a guide to 
c Raiden those for replacement. It will be noted that the 75 per vear replacements 

permit the turnover of each car in our fleet on the average of once 8.8 vears. 


RADIOS 


Mr. Gary. What is the annual cost of the rental and maintenance 
contracts for the two-way auto radios? 

Mr. Keuiy. We witl have to get that and put it in the record. 

Mr. Gary. We would also like to know how that compares with 
direct Government purchase, and who maintains the existing Govern- 
ment-owned radios and at what cost. 

(The information is as follows:) 

The annual cost of rental and maintenance contracts on rented radio equipment 
in the Bureau of Customs is $19,100. If this equipment were purchased, the pur- 
chase price would be approximately $47,500 and annual maintenance would cost 
$11,600. 

Existing Government-owned radio equipment is now serviced under local 
maintenance contracts by qualified service organizations such as RCA, Motorola, 
etc. The annual cost of such service contracts is approximately $3,000. 

Mr. CanFigeLp. Commissioner Kelly, I have been a member of this 
subcommittee now for the last 12 years. I desire to say to you and 
your staff today that I think this is the finest presentation ever made 
before this subcommittee during that period. ‘This is the first time 
that the Bureau of Customs has used charts to point up their work- 
load and the way they are attacking this workload. I think that the 
use of charts is very effective. 

I, too, want to compliment at this time you, your staff, and the 
customs people both here in Washington and in the field. 


ADDITIONAL INSPECTORS FOR COMPLETE EXAMINATION OF BAGGAGE 


You tell us you are requesting $856,000 to finance additional cus- 
toms inspectors so that you can inspect every piece of passenger bag- 
gage for the purpose of excluding animal and plant diseases and pests, 
with the funds to be supplied by the Department of Agriculture. 
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That mean, then, insofar as incoming baggage is concerned, your 
present system of making spot chee ks is being discarded. 

Mr. Keuy. Yes. 

Mr. Canrietp. And there will be a 100 percent inspection of in- 
coming baggage? 

Mr. Ketry. Yes, sir. 

Mr. Canrietp. However, vou feel that with the help of these addi- 
tional men supplied by funds from the Department of Agriculture you 
can accommodate the incoming folks by not adding to the time of 
examination? 

Mr. Ketty. That is our aim—to keep the examination time the 
same and get the passenger off the pier or out of Idlewild in the exact 
same time we do now. 

Mr. Canrieip. In all frankness 
not? 

Mr. Kenny. It certainly will. 

Mr. CANFIELD. It is quite a challenge, both to the Bureau of 
(Customs and to the Department of Agriculture. 

Mr. Ketriy. It is not so bad in the sense that a lot of the delays at 
the piers or at Idlewild are not customs delays. There are delays in 
cetting the baggage to customs. There are porter delays. The time 
taken in inspecting baggage is only part of the time to get them out. 

Therefore, if we get more inspectors it is not such a job to keep 
the total time the same. For instance, if it takes 4 hours to get the 
passenger off the Queen Mary or the Independence, probably 1 hour 
of that time is for customs. It is net such a tremendous task to 
inspect that extra baggage and still keep the customs time to an hour. 

Mr. Srrupincer. May | interject something, Mr. Kelly? 

Mr. Keuuiy. Yes. 

Mr. Strusincer. We made time studies of the work of an inspector 
on the pier, and we found that not more than 30 percent of the 
custom inspector’s time is spent in the actual examination process. 
Actually, you only have to add a little more time to permit the 
inspector to make a 100 percent check of baggage. He is walking 
back and forth and making out duty statements and so forth. The 
examination time itself is a relatively small amount, as compared 
with the total time on the pier. We do not need to really double the 
force. We figure 70 additional inspectors in New York will permit us 
to handle the number of passengers we are doing today and give a 
100 percent inspection. 

Mr. Canrievp. I think the very fact that vou are going to make a 
100 percent inspection of incoming baggage is important. The publi- 
cation of that fact ought to have a most salutary and wholesome effect 
on people planning to bring in not only meats and plants, but nar- 
cotics, diamonds, or what have you. I am hopeful that due pub- 
licity will soon be accorded this program, 

Most certainly I think this committee will do its part—perhaps in 
the report and certainly on the floor of the House—in publicizing that 
very important fact concerning your new operation, Mr. Kelly. 

Do you not think it ought to help the Bureau of Narcoties, with the 
publicity incident to this new program? 

Mr. Kexuy. In our mind very little narcotics comes in passenger 
baggage, but it will not do any harm to publicize that. It is just one 
of the steps that will help us keep this narcotics trade within bounds. 


, that will be a heroic task; will it 
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Mr. Canrrevp. It will certainly help insofar as diamonds and other 
valuables are concerned? 


Mr. Ketry. Perfumes and cameras and things like that. 


COMPLAINTS FROM IMPORTERS 


Mr. CanrieLp. I am glad to hear, Commissioner, that currently 
you are receiving practically no complaints from importers. I do not 
remember when in recent months I have received any serious com- 
plaints from importers. I doubt very much that this committee has. 


SUBVERSIVE LITERATURE 


Referring again to the subject of control of subversive literature, 
I believe it was the testimony of post office witnesses before this sub- 
committee a few days ago—notably the Selicitor of the Department 
that they were quite concerned about the increasing amounts. Your 
examination of incoming mail is still of a spot-check nature, is it not? 

Mr. Kextuy. As I showed in my chart, we are examining around 5 
percent of the total number of bundles. Now, really, we do a bette 
job than that, in that they have what thev call the gift-of-the-month 
packages, with thousands of these bundles which are all duplicates 
We make a spot check of those. Then we look at the remainder of 
the postal package imports and select out the merchandise bundles 
for examination that we think are most appropriate. Of the total of 
the bundles which you might sav contain merchandise we examine a 
larger percent than 5 percent. 


INCREASE IN EXAMINATION OF PACKAGES 


Mr. CANFieLD. You say that you estimate additional revenue 
amounting to $975,000 will result from this increased examination, 
bringing a net gain to the Government in excess of $785,000. The 
additional examination is going to involve a 1 percent increase in 
the number of packages examined in relation to the total received. 

Would you say a further increase would result in a net gain in 
revenue to the Government? 

Mr. Keuiy. There is a certain point where you get diminishing re- 
turns. Again, that one percent examination will be in the larger bundles. 
What we will do will be to examine an increased number of packages 
for a year and see what the average duty per bundle is. If that 
value still remains high, then we will undoubtedly come before this 
committee and ask for an increase in force to have a further increase 
in inspection. 

Jut we want to take this a step at a time to be sure of our ground 
when we come before this committee. 

Mr. Canriecp. The current survey being made by the McKinsey 
people is going into that subject matter? 

Mr. Ketiy. They are going into methods as much as anything else. 
lor instance, 1n Chicago we have a belt as larg as this table, and 
the bundles go on that belt. The segregators are on each side, and 
they size up the bundles. The ones they wish to examine they put 
in that tub, and the ones that will pass without examination go to 
the other one. 
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We do not do that at New York. What should we do at New York. 
with the tremendous volumes? This McKinsey group, who are ex- 
perts in management and you might say in conveyor systems, are 
going to advise us just how to improve our New York operation. We 
know it is capable of improvement, but we want their advice on how 
to improve it. 

For instance, shall we have tables where costume jewelry is ex- 
amined, another table for fabrics to be examined? That is where we 
want their advice. We know it is capable of great improvement. 
By this time next year we hope to report on it. 

“Mr. Canristp. The customs operations in New York involve what 
vercentage of vour overall? 

Mr. Ketiy. Around 35 to 40 percent. 

Mr. CANFIELD. 35 to 40 percent. 


INTERDEPARTMENTAL COMMITTEE ON NARCOTICS 


Commissioner, you are a member of the Interdepartmental Com- 
mittee on Narcotics? 

Mr. Keniry. No. Mr. Rose, my superior, is a member of that 
committee. 

Mr. CANFIELD. Do you sit in on the meetings? 

Mr. Keiiy. He keeps us advised as to the progress and the de- 
liberations of that committee. 

Mr. Canrietp. I should like, Colonel Johnson, to request through 
you a statement for the record, perhaps at this point, from Mr. Rose, 
on the workings of that Interdepartmental Committee on Narcotics, 
if you will be good enough to ask for that. 

Mr. Jonnson. | will be glad, Mr. Canfield, to convey your request 
to Mr. Rose. 

(The information requested was not received in time for printing 
in this hearing.) 


NARCOTIC AGENTS ABROAD 


Mr. Canrietp. Having reference to this particular problem of nar- 
cotics, Commissioner, you have in recent months substantially 
increased your staff of foreign representatives to assist in this program 
of stopping this narcotics at the source and keeping Treasury advised 
as to smuggling and so forth; is that not true? As I recall it, 2 years 
avo there were comparatively few Treasury representatives abroad 
having jurisdiction over the narcotics problem. 

Mr. Keuiy. If I might speak to that, the European field has been 
allotted to Commissioner Anslinger for development of narcotics 
information. The field in Mexico and in the Far East—in Hong 
Kong and Japan—is allotted to the Bureau of Customs. We have 
quite excellent representation in all those fields. 

The “heavving up’ we have done abroad has been mostly to 
determine foreign value. These people can be helpful in narcotics, 
but their main work is on foreign value. We rely for our narcotics 
information on the people who have been there for some time. 

Mr. Canrietp. Am I right when I say that the main source of 
narcotics supply in the world today is China, Lebanon, Syria, Mexico 
and perhaps some other European countries? 








Mr. Kevzy. I think that is a conservative statement, so far as 
our know ledge goes. 

Mr. Canrieip. China, perhaps, would be the greatest source of 
supplv? 

Mr. Keiiy. Yes. 

Mr. Canrietp. Do vou have any additional Treasury strength 
in the Far East to combat this problem? 

Mr. Keury. As I told you, I was very highly pleased with our work 
in Hong Kong and Tokyo. We put a new man in Hong Kong a 
year ago. He has done a tremendously effective job in getting 
acquainted and working with the local police authorities. He goes 
to the Philippines. He goes to Burma. 

There is an additional man in Hong Kong, besides Lawrence? 

Mr. Emertck. That is right. There are three men in Hong Kong. 
One man devotes the major portion of his time to the market value 
investigations, and another man to narcotics. 


SMUGGLING ON NORWEGIAN SHIPS 


Mr. Canrietp. Commissioner, Mr. Emerick in his very fine state- 
ment here today pointed up the fact that Norwegian ships were ap- 
parently carrying crews or passengers involved in the smuggling of 
narcotics. This is sort of a new development, is it not, for Norwegian 
ships to be in this business? 

Mr. Emerick. Well, it is something that has been occurring quite 
regularly within the past 3 years, particularly Norwegian freighters. 

Mr. CANFIELD. Sailing under the Norwegian flag? 

Mr. Emerick. Yes. 

Mr. Ketty. I think the point of greatest importance is where they 
sail from. 

Mr. Gary. Most of the culprits have been Chinese; have they not? 

Mr. Emerick. There have been a few Norwegians but in two cases 
they assisted the Government. 

Mr. Canriretp. Do you know whether the Government of Norway 
has been apprised of this situation? 

Mr. Emerick. | am quite sure they would be by the United Nations, 
through Mr. Anslinger, who is advised of all seizures of that character. 


PORT PATROL 


Mr. Canrretp. In the New York area those working in customs 
often talk about the port-patrol setup and apparently there is not 
100-percent agreement at this particular time that sufficient attention 
is given the waterfront under the laws of the land. You told us of 
your new operation which you think is quite effective. The first 
question I want to ask you is, does the State or city of New York 
have anything to do with patrolling the waterfront? 

Mr. Keviy. May | talk off the record on that? 

(Discussion off the record.) 

Mr. Canriseip. Will the reporter repeat the question. 

(The question was repeated as follows: ‘Does the State or city of 
New York have anvthing to do with patrolling the waterfront?’’) 

Mr. Ketiy. Yes; thev help patrol the waterfront, particularly with 
reference to pilfering from piers. Our port patrol has authority over 
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the transfer of goods from the ship to the pier, but once they are on 
the pier our authority ends. 

Mr. CANFIELD. And you believe the new and revised setup is more 
effective than 

\r. Ketiy. Than mere numbers. 

\[r. CANFIELD. ‘Than mere numbers? 

Mr. Kewiy. Yes. 

Mr. Canrietp. However, that, too, isa matter that is being studied 
very carefully now? 

\{r. Keuiy. Yes. In a report made to the Daniels committee by 
\{r. Flynn in New York, who is in charge of our inspectors on the 
piers, he states that approximately 6 ships are searched daily, about 1 
out of 4, and of course they select the ships from the Mediterranean 
or from suspect areas. | feel that the deveiopment of younger groups, 
mobile groups, plainclothes groups, is the answer to improved 
enforcement. 

At the end of this summer season I propose to bring in a few of the 
collectors who have good records on enforcement, like San Francisco, 
Boston, and New York, and have them review their procedures and 
make recommendations as TO what we shall do to improve our enforce- 
ment against narcotics and against smuggling in general ; and from 
that L hope to either continue the present program of building up the 
plainclothes patrol or go into the other areas as May be developed from 
the meeting. Our collectors are very enforcement minded. 

Mr. CANFIELD. Insofar as this problem of possible unorthodox 
weapons being smuggled into the United States, it is a function of 
customs, cooperating with the Coast Guard, to be on the lookout for 
euch items; is it not? 

Mr. Key. Yes. We work very closely with the Coast Guard on 
the lookout for these weapons with highly trained personnel. 

Mr, CANFIELD. It is my understanding that the responsible agencies 
of our Government are quite aware of the seriousness of this matter 
and are keeping abreast of the problems involved. 

M >. SuemMinskI. It is always a pleasure to read the report and hear 
it read of the Bureau of Customs. Since I have been on this com- 
mittee it has been most informative and educational; each year l 
learn more and more, and 1 want to thank you, Mr. Commissioner, 
and your staff. 

On this dockside check of boats and items and people, do you find 
that you can get a lot of help in your W ork by checking shipments as 
they are loaded on boats in foreign ports, as Immigration in its sphere 
is now doing? Immigration bas dismantled Ellis Island and moved 
its operations on foreign soil. Could you take that step in your 
operations? 

Mr. KELLY. Immigration deals with people and you can give a per- 
son a certificate and he can be examined either abroad or here relative 
to his fitness to enter our country. We deal in goods and we have all 
the facilities in this country for appraising goods, which are quite ex- 
tensive, that we do not have in foreign countries. 

We have considered and are considering preclearance of passe!. ers 
and passenger baggage in adjacent countries like Canada, Meaico, 

Jormuda, Cuba, and we have a setup in effect in Toronto of preclear- 
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ing two lines, TransCanada and American, which is working very 
successfully. 

The reason we hesitate to put that kind of preclearance into effect 
is our loss of security and our lack of power in a foreign country to 
enforce seizures. If a passenger attempts to board a plane in Toronto 
with contraband we have no power to seize that contraband and he 
can wave at us and go on his way and try to take another plane. If 
we find that contraband in the United States we have the power to 
seize the contraband and arrest the person. 

Mr. Stemimnski. At that point, does the point of origin officer, 
vour counterpart, or any of your people at that point of origin, get 
apprised of that so that they can get on their horse and do something 
about it? Is there that type of interchange of information? 

Mr. Ketty. No. We have no people at Mexico City, for example. 

Mr. Stemrnski. Not your people but your counterpart? Do you 
cet this help which might conceivably alert all the governments to the 
activities that are going on? 

Mr. Strupincer. One of the problems we have, Mr. Sieminski, 
is this, that the article that is being smuggled might be legally in the 
possession of the person in the other country whereas to bring it into 
the United States would be an illegal act. If it were narcotics we 
would consult with the Canadians and tell them about that, but it 
might be a Canadian product of some kind that is legally in the 
possession of the person. 

Mr. Sreminskr. In other words, if I am leaving Idlewild with 10 
wristwatches purchased here that I may be taking to England as gifts, 
our laws do not require that I declare that; it is in England that ] 
must declare that? 

Mr. Srrupincer. That is right. 

Mr. Steminskr. I wondered if we could enlist people like yourself, 
Mr. Commissioner, throughout the governments of the world to give 
you the interchange of information that Scotland Yard gives the FBI, 
for example? 

Mr. Emerick. We, as a part of the Treasury Department, are 
members of the International Criminal Police Commission, and when a 
seizure of narcotics is made in the United States that information is 
transmitted to the headquarters of the International Criminal Police 
Commission in Paris, where the information is disseminated. The 
same information was disseminated on the smuggling of gold when that 
was a problem. If there is an international racket going on we have 
the services of the International Commission at our disposal. 

Mr. Steminskt. That is good to know. 

You brought out, Mr. Commissioner, the difference between the 
work that yvour Bureau does and the work of Immigration. Your 
interest is in goods and your duties are to prevent, as you say on page 
2 of your statement, “frauds on the revenue” or damage to our markets 
and a hurt to the daily work of our people and their earnings, thereby. 
Earlier I had a byplay, with Mr. Gary, and if there was any re ading of 
intention into the record of my trying to question the chairman, I 
want to dispel that. 

A few years ago, in a similar byplay with the chairman, we developed 
the idea of the diamonds and their relation to the General Services 
Administration, and it resulted in this committee going up and seeing 
what happened to those diamonds. Years ago, we saw Mayor 
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LaGuardia with an ax and a fireman’s hat smash slot machines. The 
same thing happens to stills, they are smashed. My idea was to point 
up the fact that while we do not permit moonshine or diamonds to be 
sold at auction, we are allowing watch parts to go into the market, 
where it might become a racket, and if we could delete them we could 
further prevent the flow of illegal goods. If Uncle Sam studied the 
implications of what could happen to the market through the flow of 
illegal goods, perhaps we would not let those watch movements be 
sold at auction; rather might they better go into stockpiles where we 
might need them some time in the future. 

| think I have just one or two more observations. I liked the 
statement of vour Bureau. It is progressively more educational for 
me to serve on this committee every vear. Along the line of revenues, 
narcotics, we know, is a definite health menace; do vou not think it is 
also a threat to our revenue position when you consider that when 
| carload in 1951 of 500 tons of narcotics from the Orient disappeared 
off the world market it brought pushers a gross of $2.5 billion in 
revenue. How long can we in a free world continue to keep a money 
market free when that kind of thing is allowed to go on? 

I want to congratulate vou on vour enforcement. To me the 
Jureau of Customs serves also to protect the workday and the wages 
of people all over the world. Russia has said she will use economics 
to compete with the West, in that light vou have a definite contribu- 
tion to make to the free markets by guaranteeing that vour operations 
insure the integrity of a man’s earnings, to the extent possible, in this 
country and throughout the world. Someone trving to “gyp”’ Unele 
Sam on waterfronts, airports, railheads, and bus terminals does the 
wage earner and taxpaver a great disservice. 

Mr. James. I think with the very splendid statements that have 
heen made here today by the Commissioner and his assistants, and 
the pointed interrogation that has been made across the table, we 
probably have made as good a record as we need for this Bureau. 


DISPOSAL OF RECOVERED DIAMONDS 


However, I would like to go back for a few minutes to the question 
of diamonds, diamonds being probably the most glamorous thing 
with which you have to deal. It seems to me, as far as we have 
been able to go into it, the diamonds are taken by the Bureau and 
go to General Services Administration and then walk off the precipice 
and are heard of never more. That cannot be right, or is it?) Am I 
wrong when I say I seem to remember we had this discussion up 
after our visit to New York where we saw some of those diamonds? 
As I reeall GSA has the right to sell those diamonds or trade them for 
industrial diamonds. Is that right or wrong? 

Mr. StruBinGer. Yes; that is right. 

Mr. James. So since they have no apparent use as jewel diamonds, 
most of them can be sold or traded for something of service to the 
Government, so that we are not left at the end of this hearing with 
any impression that those diamonds, valued at millions and millions 
of dollars, just rest in peace until the end of time. They are disposed 
of to some purpose and to some profit, we hope, to the Government. 

Do the people who try to smuggle them in have any appeal at all? 
Can they go into court and appeal for the return of the diamonds? 





Mr. Keury. In this Morfett case, he was sentenced to 3 years. 
We had information that he would try to smuggle in about $50,000 
of diamonds. He was brought to court and sentenced. He has the 
regular appeal to a higher court. It is a regular court procedure and 
has nothing to do with customs. It takes the regular procedure of 
any court case. 

Mr. James. In that particular case there might be a possible reason 
for some appeal on his part, but let us go back to the case where the 
woman had all those diamonds in the heels of her shoes. She did not 
own them, somebody else owned them. Was any court open to the 
real owner to recover those diamonds? 

Mr. Srrusincer. Not once the court forfeits them. They have no 
appeal from the decision of the court on forfeiture. 

Mr. James. In every case where diamonds are smuggled in, the 
forfeiture has to be decided by the court? 

Mr. STRUBINGER. Yes. 

Mr. James. I did not realize that. 

Mr. Emerick. There are two cases, a criminal action against the 
violator and a civil action against the merchandise, both entailing 
court action. Our big problem today is to obtain forfeiture of 
diamonds. Usually there are one or two defendants awaiting trial 
and we have difficulty getting them within the jurisdiction of the 
court. Sometimes they are residing in Canada or Europe and we 
cannot dispose of the diamonds until the criminal case is out of the 
way. Weare trying to devise a means whereby a certain amount can 
be held for evidence and forfeit the balance so that we may be in a 
position to pay the informer for his information. 

Mr. James. Does any important percentage of these cases result in 
the diamonds being turned back to the owners? 

Mr. Emerick. I do not recall any in recent years. 

Mr. Krtiy. That does not apply to cases where some nonprofes- 
sional brings some in. In that case We may assess him the duty in our 
judgment he would have had to pay plus a penalty and return the 
diamonds. That is in the case of a nonprofessional. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Murray. I would like to say, Commissioner Kelly, and Deputy 
Commissioner Emerick, that I think your statements were very full 
and complete and, as usual, after the examination by our able chair- 
man and the other able members of the committee, there is very little 
left for me to cover, but there is one point that I would like to bring 
out and ask about: 


SPOT CHECKING OF SHIPS 


In connection with any enforcement a we must have 
(1) proper policing, (2) good investigation, and (3) vigorous prosecu- 
tion. If there is 1 weak link in the 3 elements al “whole program 
will fall. It is very easy to see the results of investigations and 
prosecutions. However, it is sometimes hard to see the effectiveness 
of proper policing. In an ordinary city where you are dealing with 
crimes that affect the public, you can see the results of proper policing 
because of the number of complaints you might get from an area 
without proper policing as compared with the number of complaints 
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vou get from an area with proper policing. It has been disclosed that 
in port thieveries the very existence of a customs official eliminated 
some crime. From the very nature of your work, involving smug- 
cling and narcotics, you do not have the ‘ordinary norm to dete rmine 
the effect of good policing because you do not have the ordinary num- 
ber of complaints you would in other types of activities. W hen vou 
realize narcotics alone, according to last year’s hearings, $229 million 
were illicitly in this field and as it was brought out last week in these 
hearings that in postal crimes alone 50 percent of those involved 
were narcotics users, vou can see how important it is that we have 
proper policing, good investigation, and vigorous prosecution in the 
custom’s field of operation. 

Which leads me to the first question: 

(re you satisfied with this spot checking of ships that you have 
initiated—I think it was initiated before you became Commissioner 
are you satisfied the country is getting proper policing? Are you satis- 
fied this spot checking is producing an adequate polici ing job? 

Mr. Ketzy. I would say “Yes.” We could always use more men, 
but | could not guarantee that we would make any more seizures with 
more men. First of all, we have two things that might come within 
your question, the spot checking of baggage and the s arching of 
ships. I have been on ships with searching squads, i it has been 
said that searching a ship is like se arching a hotel. There are so 
many places to hide a small packet of drugs worth $1 million. You 
can hide it behind the panel of a ship, you can hide it in a fire ex- 
tinguisher, you can hide it in an oil tank—there are a thousand differ- 

places where you can hide things, and really you would have to 
tear a ship apart and then you are not sure you would find narcotics. 
That is why information is so important to us. 

This ship, the Bouganville in Los Angeles that Mr. Emerick men- 
tioned, we had information there was a large cache of narcotics on 
that ship, and we had information as to its approximate location. 
An expert squad went over the ship for 4 or 5 hours and finally had 
to cable to Hong Kong for more detailed information. They then 
received information it was in cabin such-and-such behind a panel 
under the porthole. They took that panel out and found the cache. 
So it is like finding a needle in a haystack. More people would not 
be a help in a case like that. 

\Mir. Murray. You went into the question of seizures and informa- 
tion, which to me would be in the realm of investigation. I am 
talking about patrolling as a crime preventive. Are you satisfied 
that from this spot checking we are getting as reasonably good pre- 
vention as we would with customary general policing? 

Mr. Gary. Mr. Commissioner, the spot checking relates only to 
baggage coming in or brought in by the person coming into the 
country: all ships are chee ked, are they not? You do not have a 
spot check on the ships? 

Mr. Ketty. No. About 24 ships on the average from foreign ports 
come into New York each day, and we search an average of 6 of them. 
In Boston we search about nine a week. 

Mr. Steminski. Off the record. 

Discussion off the record.) 
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Mr. Murray. You made the statement that assuming 12 ships 
would come into New York harbor or San Francisco you would pick 
say 6 ships; is that correct? 

Mr. Ketty. In New York we search 1 out of 4. 

Mr. Murray. Do you have any set pattern in checking the 1 out 
of 4? 

Mr. Keiiy. No; we do not. It is a surprise pattern and on suspect 
ships. In previous years I have heard that we had a set pattern, and 
a searching gang would go there and find a ship with a deck of lumber 
and they could not get at any part of it. 

It is now, as I say, a blitz pattern, a surprise pattern, using the 
experienced people. 

Mr. Emerick calls my attention to something we have used many 
times, as to the effectiveness of our work. Right now heroin can be 
purchased in Hong Kong for $40 or $50 an ounce. The price of an 
ounce of heroin is now up to $450 to $500 in Los Angeles. That is 
one of the measures of how effective we are. 

These mobile groups and these plainclothes groups are important. 
As I say, in Baltimore they made 115 seizures in the same time that the 
uniformed group only made 9 seizures. I hope in time the number 
and effectiveness of our plainclothes patrol groups on the docks will 
act as a preventative as well as in the number of seizures. 


EFFECTIVENESS OF WORK 


Mr. Murray. To wrap it all up, are you satisfied, Mr. Commis- 
sioner—because it is your responsibility—that with this present 
method of spot checking of vessels, rather than a 100-percent baggage 
check or ship check, you are vetting an effective policing of our customs 
laws? 

Mr. Ketiy. Yes; [ am. 

Mr. Murray. I have one last question with respect to the investi- 
gations of the narcotics law. 

Narcotics is said to be a problem, of the big city rather than the 
rural area. As a matter of fact a ee addict in a small com- 
munity will ordinarily go to a big city, because he can hide there, and 
with numbers of his kind is able to get illicit drugs much easier. 
Although this is an interstate problem it ends up in the big cities. 

a talking to local prosecuting officials on the proble m1, they always 

“We need more investigators at the Feder: level.’ 

* notice you have 225 customs investigators, Commissioner Emerick. 
That includes 29 officers stationed overseas. Are you satisfied that 
vou are getting an effective and complete job of investigation, taking 
all factors into consideration, with those 225 

Mr. Emerick. I believe we are doing a very good job with our 
present personnel. In fact, we bave been quite fortunate during the 
past vear in regard to ad litional personnel, especially on the Mexiean 
border. We have been authorized to employ 14 additional agents 
on the border, and they are primarily concerned with stopping the 
smuggling of narcotics and investigating narcotics smuggling. 

We could use additional agents, probably, at New York, now that 
you have asked the question. Other than that I believe we are in 
good shape to enforce the laws charged to Customs. 

Mr. Murray. You say you could use additional agents. How 
many additional agents could you use? 





Mr. Emerick. Well, we could use 10 more agents on enforcement 
at New York at the present time. 

Mr. Canrietp. Will the gentleman vield to me off the record? 

(Diseussion off the record.) 

Mr. Murray. I should like to conclude by stating for the record 
that I think you are doing an amazing job, in the narcotic field. 
When you consider the risks that these agents are taking in ¢ omparison 
with the money they are receiving you have to admit there is some- 
thing more in Government service than just the quest for economic 
security. 

However, [ just wanted to bring out in the record an assurance 
that with this budgetary request effective enforcement of our customs 
laws will be produced; and, if not, | wanted to get the views of those 
who are charged with the responsibility, on the record, 


NEW FACILITIES 


Mir. Gary. Mr. Kelly, vou spoke of certain new facilities being 
built by the General Services Administration. Are they being 
finaneed by direct appropriation or by lease purchase? 

Mr. Ketriy. I would like to speak to that a moment. Mr. Stru- 
binger leaves Friday for San Ysidro. | was there the last part of 
December. The faetiities there are entirely inadequate. That is 
our No. | project, to improve facilities and buildings and facilitate 
the ingress of people and automobiles into the country. 

We have facilities at El Paso and Brownsville which are almost as 
badly needed. That must be done by GSA. We have no funds to 
do that. That is the responsibility of GSA 

At this meeting which Mr. Strubinger will attend in San Ysidro 
there will be representatives of GSA, Immigration, and the other 

services, and the State people, because State roads are involved. 
We are going to try to give the greatest push we can to that project, 
to give GSA a package from which they can work. Those facilities 
are needed very badly. 

(s I say in my statement, nothing has been done to enlarge customs 
facilities since 1940. We have had this tremendous increase 1n 
workload, and no facilities to go with it. 

Mr. Gary. How do you propose to provide for those; by direct 
appropriation or lease purchase? 

Mr. Ketiy. By lease purchase. 

There are two projects. There is a bill before Congress now to 
increase from $15,000 to $30,000—facilities of smaller size that we 
can handle in customs. There is a similar bill for Immigration. 
So between Immigration and ourselves we can build a $60,000 building. 
This type of project will be by direct appropriation. The larger ones 
will be lease purchase. 

Mr. Srrupincer. The San Ysidro project will be partly lease 
purchase and partly out of funds GSA already has available for next 
vear. I think there is $380,000 available in 1956 for alterations, 
- the whole project is going to cost about $1! million. The rest of 
it will have to be lease purchase. 

















































DRAWBACKS 


Mr. Canrietp. Commissioner Kelly, will you be good enough to 
have inserted in the record a definition of the word “drawback’’—I 
refer to drawbacks on articles to be exported—and what the functions 
of Customs are pertaining thereto. 

Mr. Ketiy. I would be happy to, sir. 

(The information is as follows:) 


Section 313, Tariff Act of 1930, as amended by section 12 of the Customs 
Simplification Act approved August 8, 1953, provides, in subsection (a), that: 

‘Upon the exportation of articles manufactured or produced in the United 
States with the use of import ve merchandise, the full amount of the Guties L nga 
upon the merchandise so used shall be refunded as drawback, less 1 pere: of 
such duties, * * *. Where two or more products result from the sebieninkion 
of imported merchandise, the drawback shall be distributed to the several prod- 
ucts in accordance with their relative values at the time of separation. 

Under the substitution provisions of subsection (b), duty free or domestic 
merchandise may be page instead of imported duty-paid merchandise unde 
certain conditions in the case of sugar, or metal, or ore containing metal, 
flaxseed or linséed, or flaxseed or linseed oil. 

Under subsection (h), it is necessary that the completed article be exported 
within 5 years after importation of the imported merchandise in order to obtain 
drawback under the section. 

The regulations under section 313 are contained in part 22 of the Customs 
tegulations, as amended. 

The initial step necessary to obtain drawback is for the manufacturer or pro- 
ducer to file with the collector of customs in charge of any port of entry an appli- 
cation for the establishment of a rate of drawback on his product. 

Upon receipt of the application by the collector, it will be referred to a customs 
gent for investigation of the applicant’s process of manufacture, methods pur- 
sued, manner of storing and identifying the imported merchandise used and 
finished products obtained, records kept, wastes incurred, etc., and the agent will 
assist the applicant in the preparation of a statement hes forth these matters 
in detail. Such statements are required in all cases as a basis for the establish- 
ment of the drawback rate. Upon receipt of the statement in the Bureau of Cus- 
toms, Washington, D. C., with the investigating agent’s report thereon, the rate 
will be established if the conditions are found to warrant such action. 

The rate, if established, takes the form of a letter of authorization addressed 
to the collector of customs at the port where, the applicant states, the drawback 
entries will be filed, and a synopsis of the letter is published in the weekly Treasury 
decisions for the information of collectors of customs and others concerned. The 
rate is made effective as to shipments exported on and after the date on which 
the application for the rate was originally filed with the collector or deputy 
collector of customs, and drawback would be allowable on all such shipments 
provided the applicant’s records covering the shipments are sufficient and the 
regulations have otherwise been met. No drawback is allowable on shipments 
exported prior to the date on which the application for the rate was originally 
filed with the collector. 

All rates are established by the Bureau in Washington in order to insure uni- 
formity in the rates. A rate means the quantity of imported material which the 
Bureau directs shall be taken by the collector of customs as the basis for the 
liquidation of the drawback claim. 

If a manufacturer in whose behalf a drawback rate has been established desires 
to have his rate amended to cover additional products, to include additional! 
factories, to permit the use of other kinds of imported duty-paid merchandise, to 
provide for a different basis for the liquidation of the drawback claims, or to 
cover different methods of identification, manufacture, or other changes, he is 
required to file an application therefor with the collector or deputy collector of 
customs. The procedure and conditions in connection therewith are the same 
as those prescribed in the case of original applications (sec. 22.4 (o) of the regula- 
tions 

The procedure required to be followed on exportation is prescribed in sections 
7 to 22.12, inclusive, of the regulations. Under these regulations, it is neces- 
v, in the case of each shipment, that a ‘‘notice of exportation’”’ covering the 


22. 
sar 
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shipment be filed with the collector of customs at the port of exportation from 
the United States, and that the notice be filed with the shipper’s export declaration 
covering’ the shipment or within 3 years after exportation. On one of the copies 
of the notice, the collector is required to certify (1) as to the exportation of the 
merchandise as shown by the records of his office, and (2) as to the name of the 
exporter as shown by the shipper’s export declaration. The collector then returns 
such certified copy and one uncertified copy to the exporter for subsequent filing 
with the drawback entry. 

The procedure for completion of the drawback claim is prescribed in sections 
22.13, et seq., of the regulations. It is necessary that a drawback entry and 
certificate of manufacture be filed within 3 years after exportation of the articles 
concerned. When the claim has been completed by the filing of the entry and 
certificate of manufacture and delivery and other required documents, the entry 
will be liquidated by the collector of customs to determine the amount of drawback 
due (see. 22.20 (b) of the regulations). The drawback is payable to the exporter 
inless the manufacturer or producer, on the sale or consignment of the articles, 
eserved to himself the right to claim the drawback, in which case such manu- 
facturer or producer may make entry for the drawback and the drawback will be 
paid to him upon the production of satisfactory evidence that such reservation 
was made with the knowledge and consent of the exporter. 


Mr. Gary. Thank vou, gentleman. 


Tunspay, JANUARY 24, 1956. 
COAST GUARD 
WITNESSES 


VICE ADM. ALFRED C. RICHMOND, COMMANDANT 

REAR ADM. JAMES A. HIRSHFIELD, ASSISTANT COMMANDANT 

CAPT. IRA E. ESKRIDGE, DEPUTY CHIEF OF STAFF 

CAPT. C. B. ARRINGTON, COMPTROLLER 

LT. COMDR. E. D. SCHEIDERER, CHIEF, BUDGET AND COST 
ANALYSIS DIVISION 


Mr. Gary. The committee will come to order. 

We will take up this morning the request of the United States 
Coast Guard. The appropriation for 1956 was $195,053,000, and 
including the proposed pay supplemental it will be $195,742,000. 
The total estimates for 1957 are $202 million, an increase over antici- 
pated total appropriations for 1956 of $6,258,000. 

We will be very glad to hear from Admiral Richmond, the Com- 
mandant of the Coast Guard, at this time. 


GENERAL STATEMENT 


Admiral Ricumonp. Mr. Chairman, the Coast Guard require- 
ments for fiscal vear 1957 total $202 million. This covers $165,350,000 
for operating expenses; $7,500,000 for acquisition, construction, and 
improvements; $25,400,000 for retired pay; and $3,750,000 for Reserve 
training. These totals exceed the present fiscal 1956 appropriations 
by $6,947,000 for reasons best analyzed by appropriation programs. 


“OPERATING EXPENSES’? APPROPRIATION 


PROGRAMS UNDER 
$165,350,000 is requested for “Operating expenses, Coast Guard,”’ 
an increase of $4,600,000 over appropriations for the current year. 
Of this increase, approximately $1,950,000 will be a fixed annual 
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requirement, since it represents the operation of 10 additional loran 
stations and civilian pay increases authorized last vear by the Con- 
gress. The remainder of the increase is largely in the nature of a 
variable annual requirement, depending upon the relative number of 
military personnel separations which become due each year and cer- 
tain equipment modifications which are nonrecurring items. 

As the committee is aware, there exists in the Department of 
Defense a plan for extension of the svstem of loran stations for pur- 
poses of vatinnsd defense. Previously, the Coast Guard budgeted for 
construction funds. Currently, however, the Department of Defense 
is providing funds for the construction of seven stations. This work 
is being undertaken by us on a reimbursable basis, and the stations 
will be completed in fiscal 1957. 

Thus, these 7 stations, plus 3 others in the Gulf of Mexico which 
have been operated by us during the past year on a reimbursable 
basis for the Air Force, total the 10 additional stations for which funds 
for operation are included in 1957. So that we may provide adequate 
logistic support for this loran system extension, the Air Foree has been 
requested to provide us two UF-type aircraft. This will increase to 
128 the number of aircraft to be operated. 

Civilian pay increases under Public Law 94 amounting to $689,000 
annually are reflected as an additional requirement in 1957. The 
current year appropriation does not include this pay increase. 

Going on to the more variable items of increase, vou will reeall that 
when we appeared before you last year to discuss the 1956 program 
the largest item of reduction was in ae number of military separations 
for which the estimates reflected a $3 oe decrease. Conversely, 
in 1957, we will experience an increase of 1,493 separations over 1956, 
and the increased costs of terminal leave, eee ring out pay, and uni- 
forms and travel for replacement recruits, will approximate $1,254,000. 
Although we attempt to even out the humps, the expiration of enlist- 
ments will always show annual increases or decreases in varying 
amounts beyond our means of control. 

As of now, our past recruitment deficits have been made up and the 
planned enlisted strength of the Service is being maintained. Ap- 
proximately 67 percent of the applicants reporting for enlistment are 
being accepted. It is interesting to note that reenlistments have in- 
creased materially over last vear. Recruiting quotas are small at 
this time, since our enlistment period was changed from a 3- to a 4- 
vear period in 1952 and there are few first enlistments currently expir- 
ing. However, the need for new procurement will increase sharply 
before June of this year. In addition, we are still confronted with 
the problem that the resignation rate among young officers remains 
relatively high. 

Several important equipment modifications involving nonrecurring 
eosts for vessels and aircraft are included in our 1957 programs. 
With the delivery of new air and surface search radars provided by 
the Navy, installations are being scheduled for certain of our major 
eutters and the installation cost is included for the vessels concerned. 
This is part of a militarv readiness requirement in an age where the 
early detection of unidentified eraft is essential. The aircraft modificea- 
tions involve our UF-type planes and will not only remedy operational 
problems caused by icing but will also increase the range 30 percent 
or the spee «| by 30 knots. Also, our large helicopters will be modified 
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by installing improved hoisting equipment recently developed. 
All of these changes will permit more reliable and safer operation 
than has been experienced under all-weather search, rescue, and 
logistic operations in the past. 

Reductions in certain areas totaling $680,000 are shown in the 
hudget request before you. The most significant item is the re- 
organization of our supply facilities which was discussed here last 
vear and which has been successfully completed. As an overall 
supply and management improvement, it has had even broader 
significance than initially contemplated. Using the billets saved, 
together with crews from the decommissioned lightships, we have 
been able to very effectively offset a necessary increase in recruiting 
ind security clearance staffs, 

In the recruiting program this will be of even greater importance 
n 1957 when effort must be further intensified because of the increase 
in separations earlier mentioned. In the clearance program, however, 

e problems we face in conducting proper personnel security checks 
—— not been fully overcome. The back log of cases to be processed 
has grown each month. National ageney checks are necessary on 
everv person in the Coast Guard, and more extensive background 
checks must be made on each person hi aeeeny classified documents, 
receiving & commission, or engaging in finance and supply duties. 


PROGRAMS UNDER “ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS” 
\PPROPRIATION 


Seven million five hundred thousand dollars is requested under this 
appropriation, which finances the establishment and improvement of 
aids to navigation, the procurement of aircraft, and the replacement 
or improvement of vessels and shore struetures. The amount re- 
quested is $500,000 more than in 1956 and includes $702,000 for the 
~ lishment of essential _ to navigation to mark channels formed 

t dam sites or improved by United States Engineers to serve mari- 
time commerce; $5, 552,000 Tor the replacement of 2 fixed-wing and 
S rotary-wing aircraft; $450,000 for replacement of a 90-foot buoy 
tender built in 1916; $672,000 for construction and improvements at 

shore stations; and $124,000 for family quarters at 2 locations, in- 
cluding quarters for the Commandant at Washington Radio Station. 


PROGRAMS UNDER “‘RETIRED PAY’ APPROPRIATION 


For “Retired pay’? in 1957, $25,400,000 is requested. This is 
$1,500,000 more than in 1956, and represents an increase of 500 in the 
average number of persons to be carried on the retired list under exist- 
ing laws. The estimates for retired pay are based on numbers on the 
rolls modified by expected deaths, and adjusted for additions due to 
age, years of service, and physical disability. 


PROGRAMS UNDER “‘RESERVE TRAINING’ APPROPRIATION 


The “Reserve training” appropriation request for 1957 is $3,750,000. 
The increase of $347,000 over 1956 will permit 475 more trainees than 
in 1956. Although the total strength of our Reserve in 1957 will be 
around 21,000 men, of which only about 7,000 will be in training, we 
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will still be considerably short of our mobilization requirement of 
39,000 trained reservists. 

The request does not take into account that provision of the Reserve 
Forces Act of 1955, which calls for the strengthening of Reserve forces. 
Under this act, we are presented with 2 principal ways in which to 
build up the Reserve: (a) A 6-year obligation, of which 2 years must 
be on active duty; and (6) an 8-year obligation, of which the initial 
6 months is devoted to training. We are restricted in the number of 
6-year obligees we can handle at any one time without seriously im- 
pairing the basic structure of the Coast Guard from which we draw 

career personnel and those who become the competent petty officers 

needed to continue operation. Thus, the bulk of our expanded train- 
ing would necessarily be for those obligees subjected to 6 months’ 
training. 

Initially, we considered a plan for training 3,000 6-month trainees, 
plus 2,500 2-year active-duty trainees annually. Even at this rate, 
and starting in 1957, we found we could not attain our mobilization 
requirement until 1963. It would have necessitated expanding train- 
ing facilities on both coasts and activating 2 major cutters. After 
intensive study, and in the light of the reported experience of the 
other Armed Forces in enlisting young reservists, it became evident 
that our plan was of too great a magnitude. 

Accordingly, we are revising our thinking to begin with 1,000 6- 
month trainees in the first year, then effecting marked increases in 
subsequent years to achieve mobilization requirements by 1963. 
This will initially necessitate expanding only 1 east coast training 
station and activating only 1 training vessel, thus gaining experience 


gradually and providing a more orderly, economical and logical ap- 
proach to the undertaking. However, the amount here requested 
does not include funds for this expansion. 


OPERATIONS FINANCED FROM APPROPRIATIONS OF OTHER DEPARTMENTS 


As in the past year, the financing for the ocean station program is 
being accomplished 2 the Department of Defense. Six stations (4 
in the Atlantic and 2 in the Pacific) are being manned by our major 
cutters for this operation. These vessels perform the dual functions 
of ocean station duty and search and rescue. 

The Coast Guard will continue to cooperate with the United States 
Information Agency by operating the USCGC Courier as a mobile 
base for Voice of America broadcasts. This operation is on a reim- 
bursable basis with financing being accomplished by the Information 
Agency. 

The St. Lawrence seaway project, as authorized in the act of May 
13, 1954 (68 Stat. 92), has created a special problem with respect to 
aids to navigation. The Coast Guard, which is charged by statute 
with the installation, operation, and maintenance of aids on the navig- 
able waters of the United States, is presently operating 79 aids in the 
114 miles of the St. Lawrence included within the authority of the 
Seaway Corporation. The development of the actual seaway, in 
addition to requiring changes in existing aids, will necessitate the in- 
stallation of a large number of new aids. At the outset, it was 
apparent that the question of which agency should defray the cost 
of these changes and installations, as well as the ultimate operation 
of the aids, was one that required an early decision. In August the 
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Director of the Bureau of the Budget ruled that the financial responsi- 
bility rested with the Seaway Corporation and, subsequently, the 
Comptroller General rendered an opinion that the costs should properly 
be included in the toll base. Unfortunately, the original ruling by 
implication appeared to vest in the Seaway Corporation complete 
responsibility for aids to navigation, and, since this in conflict with 
the basic statutory authority of the Coast Guard, a serious question 
has been raised which has not yet been resolved. Notwithstanding 
this, the Coast Guard, by agreement with the Corporation, is par- 
ticipating in the surveys, and preparing plans for the required naviga- 
tional aid system. This work is being accomplished on a reimbursable 
basis. 
MANAGEMENT IMPROVEMENT 


We are continuing to seek and try new methods and techniques to 
improve our financial management, and examples of specific items in 
process are as follows: 

(a) On July 1, 1956, it is planned to finance commuted ration messes 
under the supply fund. This change will enable the Coast Guard to 
release nearly one-half million dollars of mess funds to the surplus 
fund of the Treasury; 

(b) Procedures for the maintenance of pay records for reservists 
participating in the Reserve training program are being simplified. 
This is to reduce the time required for the maintenance of these records 
and facilitate prompter payment when pay is due; 

(c) A start has been made in absorbing the audit of military pay 
accounts in our internal audit program. The assumption of this work 
will permit the General Accounting Office, at its suggestion, to reduce 
the scope of postaudit of these accounts, and is an example of the 
fruitful working relationship developed with the General Accounting 
Office ; 

(7) Continuance of the intensive house-cleaning program to 
eliminate excess, obsolete, and nonusable inventories resulted in 
actual disposals of $5,889,463 from November 1, 1954, through 
October 31, 1955, when the declared portion still awaiting disposal 
was $1,682,492. This effort, together with closer study of replenish- 
ment requirements versus usage data, reduced our overall inventory 
value by $2,161,700; 

(e) Real property of the Coast Guard within the continental 
United States has been tabulated and recorded in our accounts for 
the first time. It has also been reported to General Services Ad- 
miristration for inclusion in an annual report to Congress. Since 
last January, 41 properties at a fair market value estimated at 
$705,000 have been reported as excess to General Services Adminis- 
tration for disposal. In addition, the Coast Guard itself has disposed 
of 133 small pieces of excess real property not required to be reported 
to the General Services Administration. 

(f) We have continued to participate in the overall Department of 
Defense program for conversion of old stock numbers to the new 
uniform Federal stock number system and in the material standard- 
ization program. Our progress in these matters is being paced by 
the Department of Defense schedules. 

It is appropriate to make brief reference to the audit report recently 
transmitted to the Congress by the General Accounting Office, covering 
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the activities of the Coast Guard for the fiscal year 1953. We are 
now in the process of reviewing the recommendations contained i 
the report and have already taken action on certain of them. As a 
specific example, we have established a board to survey Coast Guard 
facilities and to recommend the disestablishment of those that do not 
contribute significantly to Coast Guard functions, or to recommend 
change in status, such as reduction, consolidation, or relocation, 
where appropriate. 


OPERATIONS 


During 1955 the Coast Guard established aids in approximately 
two-thirds of the New Jersey Intracoastal Waterway. It is planned 
to comple te the project before June 30, 1956. 

With respect to all of our aids to navigation equipment, a particular 
effort is being made to install apparatus that is useful to the mariner 
to the maximum extent compatible with costs. Such items as in- 
creasing candlepower, installing dual and automatic switching standby 
apparatus, and developing buoys with improved radar re flector qual- 
ities, will provide increased service to the mariner without material 
increase in operation cost. Investigation is also underway to deter- 
mine whether hurricane damage suffered by aids to navigation during 
the year was due to age, condition, or design. This will furnish data 
for use in future designs or selection of equipment. 

With respect to cooperation with the United States Navy, it is of 
interest to know that we supplied one icebreaker and one auxiliary 
vessel, along with crews for manning helicopters on these vessels for 
a recent Arctic (Dewline) expedition. Due to severe ice conditions 
Which threatened the expedition, and at the urgent request of the 
Navy, we diverted four additional tenders with icebreaking capabilities 
and shallow draft, to give further assistance. Also, in connection 
with the Geophysical Year scientific expeditions, we assigned the 
icebreaker Eastwind to duty with the Navy on Operation Deepfreeze 
The members o/ the committee May rec all that while on our recent 
Carribean inspection trip we observed the Hastwind proceeding south 
on her first lee of the journey. 

A significant development which may have far reaching effect on 
our port security program is a recent circuit court decision in the 
case of Parker v. Lester. The effect of this decision, which dealt with 
the Coast Guard’ s right to withhold seamen’s documents, would be 
to require full disclosure of source of information and the identity 
of informants. This would seriously affect the entire screening 
program. 

MOTORBOAT SAFETY 


The problem of providing search and rescue coverage because of 
continued expansion in pleasure boating became more acute in 1955. 
In an effort to solve this problem, we have resorted to the increased 
use of mobile search and rescue boat teams deployed to heavy boat- 
ing areas on a seasonal basis, and intensified our program of preventa- 
tive safety for motorboating. The deployment of boat teams, of 
course, detracts somewhat from the capability of those establishments 
from which the mobile teams have been drawn. 

To promote our safety program, we are distributing placards and 
cautionary press releases, and producing short motion picture films on 
motorboat safety for local showings. In addition, safety instructions 
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have been prepared, and illustrated lectures instituted by the Coast 
Guard Auxiliary, a voluntary organization of civilian boatowners 
interested in safety practices on the water. The safety requirements 
and recommended operating practices for small watercraft, such as 
motorboats and sailing craft, have been compiled for wide distribution 
to boatowners. Special issues of the Proceedings of the Merchant 
Marine Council are devoted to motorboat safety and are widely dis- 
tributed to boatowners, boating industry, magazines, and newspapers. 
| feel that these actions will contribute materially to increased safety 
in What is a fast growing recreational activity with a bigh accident 
pote mtial. 

The public was made more conscious of the need for safety in small 
hoat operation after the Pelican disaster in 1953. Since that time, 
efforts have been made to bring passenger carrying party boats under 
inspection. It is to be anticipated, as a result of the more recent loss 
of the sailing vessel Levin J. Marvel that these efforts will be intensified. 


MERCHANT MARINE SAFETY 


You may recall 2 years ago we informed this committee that the 
potential deve se nt of offshore oil drilling would have a considerable 
impact on our operations. Now, with such development a fact, our 
problems have multiplied in the areas of aids to navigation and in- 
spection of rigs, equipment, and facilities. 

Considerable study has been given to the problem of inspection 
and certification of offshore oil well drilling rigs under authority of 
os Outer Continental Shelf Lands Act. This act, which was passed 
by the 83d session of Congress, gives broad authority to the Coast 
(Guard to issue reasonable regulations to promote safe ‘ty of life and 
property on such off-shore islands and structures. Based on the 
recommendations of representatives of offshore drillmg interests, 
associated industries and other Government agencies interested in 
this matter, appropriate regulations are being considered for adoption. 

It will be recalled that in one of our appearances before the com 
mittee last vear, the matter of presenting budgets on a cost basis 
was briefly discussed. It was agreed that when the regular 1957 
budget was submitted, it would also be shown on a cost basis to afford 
the committee the opportunity for comparing the two methods of 
presentation. This has been done, and the budget prepared on a 
cost basis has been presented along with the standard budget. The 
same statement I am making here is available in this version. 

The foregoing discussion covers in general certain pertinent phases 
of our activity and the estimates which we are presenting to the 
committee. I will be pleased to discuss further any of the points on 
which additional information may be desired. 


LORAN STATIONS 


Mr. Gary. Admiral Richmond, just what is the status of the loran 
stations at the present time with respect to construction and operation? 

Admiral Ricumonp. This budget contains funds for the operation 
of 51 stations. We are in the process of constructing the seven sta- 
tions referred to in my statement, the sites of some of which the com- 
mittee saw. The work on those stations, 1 am afraid, will not go 
forward as we had hoped since all except one are located on 
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foreign territory, and there is a certain slow-down in getting entry 
rights and that sort of thing. But there are no real obstacles except de- 
lay due to the necessity of correspondence going back and forth, and so 
on, to get permission for the survey parties to come in and to get the 
entry rights to go on foreign territory. 

Mr. Gary. Does the cost for the operation of all of the loran sta- 
tions come out of the Coast Guard appropriation? 

Admiral Ricimonp. It does, for the operation. 

Mr. Gary. You do not have any reimbursable funds for those 
operations at all? 

Admiral Ricumonp. I should modify my answer. This year we 
are being reimbursed for the operation of the three gulf eis 
formerly oper ated by the Air Force, but it is planned in the following 
year to pick those up in our operating costs. 

Mr. Gary. So that under the proposed budget all loran stations 
will be oper: ated by the Coast Guard out of the Coast Guard 
appropriation? 

\dmiral Ricumonp. That is correct. 

Mr. Gary. What about the construction cost? 

Admiral RicamMonp. In the past the construction costs have been 
included up to the time of the cost for the “Dope” project, which was 
the one in support of the Greenland activity. Since then the cost of 
the stations in the Caribbean area have been included in the Depart- 
ment of Defense budget and for additional construction contemplated 
under the appropriation for fiscal vear 1957, the construction costs 
will also be included in the Department of Defense budget. 

Mr. Gary. Will the Department of Defense actually construct 
those stations or will you construct them and they reimburse you 
for the cost? 

Admiral RicuoMonp. We will construct them and they will transfer 
the funds to us. 

Mr. Gary. Then the situation with respect to the loran stations is 
different than the one with respect to the ocean stations? 

Admiral RrcumMonp. That is correct, sir. 

Mr. Gary. The ocean stations are operated by you and you are 
reimbursed by the Department of De = nse e for the operation? 

Admiral Ricumonp. That is correct, 


REPLACEMENT OF AIRCRAFT 


Mr. Gary. What is the situation at the present time with reference 
to your replacement program for aircraft? 

Admiral RicumMonp. Well, the situation is that we still have a 
backlog of obsolescent planes that are rapidly approaching the time 
when we must of necessity lay them up. We keep them at a high 
state of efficiency but it is getting increasingly more expensive and 
more difficult to do that, not only ‘because of the frequency of repairs 
but for some models the inability to get spare parts. For example, 
as you know, we operate a number of PB-1G’s and B-17’s and every 
day it is more difficult to get parts for those. 

Mr. Gary. What are the UF aircraft to which you refer? 

Admiral RicumMonp. They are modern aircraft. The bulk of them 
we purchased to replace the PBY’s. The trade name is Albatross. 
Our designation is the UF. They carry about 10 people. They are 
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an amphibian-type plane. We have purchased a number of them to 
meet our medium seaplane requirement, and the Air Force loaned us 
15, 1 of which since crashed, so we now have 14 loaned to us by the 
Air Force. 

Mr. Gary. The Air Force is going to give you two additional planes? 

Admira) RicumMonp. We hope so. We know the Air Force have a 
number of them and we are hopeful they will let us have them. 

Mr. Gary. Admiral, this committee has been interested for a long 
time in getting a definite program on aircraft replacement. I believe 
the Coast Guard worked out a program, upon the insistence of this 
committee, in 1952. In 1953 that was suspended and each year since 
then the committee has had conferences and gone into the matter 
with you and also with Mr. Rose, the retiring Under Secretary of the 
Treasury. We are particularly anxious to see that the lives of the 
personnel of the Coast Guard are not jeopardized by old and wornout 
planes. 

Two years ago we were told that the program had been temporarily 
suspended so that the incoming administration would have an oppor- 
tunity to study the situation, which was entirely reasonable. Last 
vear we did not receive a program and we took it up again. We were 
told that the Treasury Department had the matter under study. 

This vear we inquired about it again when the Secretary of the 
Treasury was before the committee. He advised us that they had 
heen delaved somewhat by the thought that in establishing a replace- 
ment program, since the other services were dispensing with the use 
of certain planes which could be used in the Coast Guard service, an 
effort should be made to secure some additional aircraft for replace- 
ment from the other services. Can you tell us what progress has 
been made in that direction? 

Admiral Ricumonp. Well, definitely there has been a continuing 
attempt to prevail—if I may use that word—upon the other services, 
both the Air Force and the Navy, which of course are the only two 
services which would have any surplus planes, to release to the Coast 
Guard, planes which would be suitable. 

Unfortunately, the planes which appear to be available are not 
suitable for Coast Guard use. They are e ilas too large or the wrong 
types and it would be uneconomical and expensive to try to either con- 
vert them or to operate such planes. 

For example, I was told just the other day by the Air Force that 
they had some B-36’s available. Obviously, from the standpoint of 
the committee, B-36’s would be worthless to the Coast Guard. Not 
only do we not have the places from which they could be operated, 
but they lack adaptability in that for search and rescue missions you 
cannot, deploy or redeploy them. 

Several weeks ago, in trving to follow this up, I was told there were 
some C—74’s available. Not knowing what a C-—74 was, I thought 
maybe for once we were in luck until I looked at what the C-74 is. 
[ looked it up and found that is the Globemaster. I think 14 were 
hbult. They gross about 154,000 pounds, which is just about double 
the weight of any plane we can use or want to use. 

Mr. Gary. Thev have had a good deal of trouble with them. too. 

Admiral RicumMonp. I understand that, but even if they were the 
best plane in their class, for a plane of that size the operating expenses 
are automatically three times the operating expenses of those we are 
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presently using. In addition, the planes themselves, being of a special 
type, would need considerable reconversion. In the past at one time 
they had some stratocruiser tankers available, but again because of 
the conversion cost plus the terrific weight of those planes, they are 
just not good planes for us. 

Mr. Gary. And you do not have any aids to navigation in the 
stratosphere? 

Admiral RrcuMonp. That is right. I can say, there has been a 
sincere attempt on the part of the Treasury Department and the 
Coast Guard to solve this problem by having planes transferred t 
us from the other services, and in one area, the UF planes in the 
medium field, Mr. Rose was successful in that the Air Force trans- 
ferred to us 15 UF’s. That, however, did not meet our long-range 
land plane requirement, nor have we been successful in getting any- 
thing for the long-range seaplanes, so we have had to purchase the 
latter type. The two planes included in this request are that type. 
The purchase of these planes will approximately bring to a close out 
replacement requirements for long-range seaplanes. I think that will 
give us a total of 13 when they are delivered, which is about 90 
percent of the present requirements for long-range seaplanes. 

We have been operating 15 to 18 of what we call the PBM’s, the 
Martins. We still have, however, a very large backlog in the long 
range land planes. 

Mr. Gary. You do not use jet planes; do vou? 

Admiral RrcHmMonp. We do not, sir. 

Mr. Gary. You have no real use for jet planes, do vou? 

Admiral Ricumonp. No, sir, and at this time I would feel that it 
would be premature for us even to consider them. 

I might mention that this replacement of aircraft is a difficult one, 
especially for the Coast Guard. It would be - anvbody, but it is 
espec li ally diffic ult for the Coast Guard because . have a spec lalized 
requirement that needs a certain type of aes and vet we want 
relatively so few of them that it would not pay to have such a plane 
developed. 

I would say offhand that probably the ideal plane would be some- 
thing about the size of the DC-—4, pressurized and with more speed; 
vet there is no such plane on the market today. Thinking in terms of 
weight, capabilities, and our particular problems, that would be almost 
the ideal plane. We have discussed it among ourselves, and the 
nearest counterpart today is the DC—6, but when you step up to the 
DC-—6 you are stepping up in weight and operating ae and actually 
it does not add a whole lot of speed over the DC-—4’s. However 
DC-—4’s are not being manufactured today. 

We have been quite interested, for example, in the British Viscount, 
the turboprop job, realizing it would be impractical to buy such a 
plane because they are manufactured for British use. Yet I must 
confess that at the present time that plane would probably come as 
near to meeting our requirements as any manufactured. 

Lockheed is developing a new plane that will be a turboprop job. 
That might be an answer to our long-range land-plane need. 1 do 
not know. 

Mr. Gary. Because of previous discussions I believe I speak for 
the majority of the committee when I say we would feel very much 
easier if some regular program of replacement is worked out which will 
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cuarantee an adequate supply of properly conditioned aircraft and 
also the safety of the men. 


FAMILY QUARTERS 


Admiral, you referred to the fact that included in your estimates 
are family quarters at two locations. Will vou tell us what that 
Is 

Admiral RicumMonp. Well, that comes under ‘Acquisition, con- 
structions, and improvements.’’ We have included an item of 
$35,000 for family quarters for the Commandant of the Coast Guard 
to be located at Washington radio station. 

[In addition, $89,000 is for replacement of family quarters at Cape 
Arago light station, Charleston, Oreg. I say replacement because 
the present quarters, which were originally built in 1895, are not only 
endangered from erosion but also are in a very poor state of repair 
from termites, dry rot, and soon. As you know, that Oregon climate 
is not the best for wood construction. 

Here are some pictures of the site [handing pictures to the chairman). 
This $89,000 would provide for construction of quarters for four 
familie ‘s on that Government-owned reservation. 

Mr. CANFreLp. Off the record. 

Discussion off the record.) 


NEW RESIDENCE FOR COMMANDANT 


\ir. Gary. As I understand, your request for this residence for the 


Commandant is an innovation? 

\dmiral RicoMonpb. Well, it is an innovation to this extent. For 
vears we had hoped to obtain quarters for the Commandant of the 
Coast Guard. We are the only armed service in Washington whose 
head of the service does not have Government-supplied quarters. 

\ir. Gary. Most of the services have Government-supplied quarters 
for several of the top echelon, do they not? 

Admiral RicumMonp. That is correct. 

Mr. Gary. And you have none whatever? 

Admiral RicumMonp. That is correct. 1 know that in the case of 
the Navy not only do commanding officers have quarters, but several 
of the bureau chiefs also have quarters. 

For several reasons no request for this purpose has been made before, 
one of those being that although there are quarters in Washington 
for the heads of all other services, up until the last year I do not think 
any of them have ever been directly authorized as such. In other 
words, they have always been constructed in the past as command 
quarters. By that I mean the original building was the home of the 
commanding officer of that particular unit, and over the years the Vv 

have passed to the heads of the service. However, last year the Navy 
requested and received funds for the construction of quarters for 
bureau head officers as a part of the program to prov ide in Washington 
quarters for their ranking officers. ‘To my knowledge that was the 
first time that had ever been accepted by Congress. 

Also, as you know, although it did not pass, there was also presented 
to the Congress a request for quarters for the Joint Chiefs of Staff 
and their immediate staff. I understand that re quest has been resub- 
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mitted. So that we felt that in the light of that evidence of congres- 
sional approval of the idea of the head of the service having quarters, 
this would be an appropriate time to request it. 

As I say, it is not a new idea. As a matter of fact, when Radio 
W ashington was built, that being our only Government-owned land 
near Washington, it was hoped quarters for the Commandant would 
be placed on it then. 

Mr. Gary. Are you satisfied that is the proper place for it? 

Admiral Ricumonp. I think so, yes. The committee will have an 
opportunity—they have already seen Radio Washington—it is 2 
little far out but so many people are living out of Washington now 
that I think it is an adequate place. 

Mr. Gary. How far out is it? 

Admiral Ricumonp. I believe it is 11 miles from the center of 
town, which is not a long distance in commuting or driving time today. 

Mr. Gary. How are the approaches to it from Washington? 

Admiral RicumMonp. The approaches leave something to be desired 
in that the last 3 or 4 miles of road are fairly narrow, though not 
particularly congested. I think the approaches may very well be 
improved in the not too distant future in that I understand there is 
a possibility of the State tying it in to Shirley Highway, and if that is 
done I would say it would be very good, but even so it is not bad 
because you go just below Alexandria before you enter into what 
I consider a relatively narrow road. 

Mr. Gary. Do you think $35,000 is sufficient to build a suitable 
house? 

Admiral Ricumonp. I think so. Obviously I think the committee 
understands it will not furnish the house, but considering that we 
own the land I think we can put up quarters there for that amount 
suitable for the Commandant. 


HURRICANE DAMAGES 


Mr. Gary. You mentioned in your statement something about 
hurricane damages. What damage has the Coast Guard suffered 
recently in hurricanes? 

Admiral RicumMonp. During last year, as you know, three hurri- 
canes hit the Virginia, or Carolina coast. None of those did appreci- 
able damage to any of the Coast Guard facilities. There was, of 
course, some damage, but nothing like the damage we suffered the 
year before when hurricane Carol hit the New England coast, or the 
subsequent one, Edna. I do not know that we have specifically any 
figures on the amount of damage. 

I might mention that at Diamond Shoals some damage was caused 
by hurricane Ione, including the loss of 125 fathoms of chain. Certain 
Joran equipment was damaged. 

I do not know if you would call this hurricane damage, but as you 
know the Coast Guard during the last year has on two occasions 
been quite active in flood areas. We lost one helicopter in attempting 
to make a rescue in the New England floods. Also in the recent 
California floods I am very proud to say that the helicopter pilots 
did a magnificent job. As a matter of fact, any of us who read the 
Time account recall it specifically mentioned several helicopter 
pilots who, in the floods at Yuba City, at considerable risk to them- 





289 


selves, went in and did a magnificent job. We do not at headquarters 
have all these statistics on what they did do. Admiral McElligott 
is in town and told us that the helicopters alone were responsible for 
saving 134 lives. They flew not only in daylight but after dark, 
and to my knowledge this is the first time helicopters have been used 
after dark, because they become quite a problem when you have 
darkness or adverse conditions. 

Captain Eskridge called to my attention an instance I might also 
mention—I do not think it was included in your question about 
hurricanes—you also will recall that in the summer there was quite a 
typhoon in the Pacific that hit Iwo Jima. It practically demolished 
our installation. We got back on the air in a fairly short time, but the 
preliminary reports indicate we may well have to rebuild the whole 
installation as a result of that typhoon. They recorded winds up to 
140 and 145 miles an hour. 

Mr. Gary. Did the Coast Guard also carry on search and rescue 
work in connection with the hurricanes? 

Admiral RicumMonp. Yes, both in warning, helping to evacuate the 
people in the area, and getting out the people who did not accept the 
warnings, and trying to protect property. 


SEARCH AND RESCUE TRAINING 


Mr. Gary. Are you still continuing the search and rescue training 
» 
Courses ! 


Admiral RicumMonp. We are. On the east coast they are at each 


individual air station. In Miami the pilots and stewardesses attend 
courses periodically. On the west coast we have been trying to hold 
an exercise every 3 months. Actually it does not work out quite that 
way but it averages 2 or 3a year. Those have been held in Honolulu. 
As‘a matter of fact, this committee viewed one of the earlier ones and 
| think the system has been perfected. Pan American, I am told, 
now makes it mandatory that every one of their transoceanic pilots 
and stewardesses attend one of these exercises. They are growing so 
that now I feel that probably we will either have to hold them every 
quarter or limit the number of people who can attend. 

[ was out in September to witness one and at that time we had to 
limit the number of participants to what we could get in in this 2-day 
exercise. As you know, what we do is to have a seminar in the morn- 
ing preceding the actual exercise, at which our procedures are ex- 
plained to the participants and matters of general search and rescue 
interest are discussed. Then in the afternoon we go out on a ship 
to open sea, but still where it is safe for the participants. The 
various demonstrations are put on by not only our own aircraft but 
other service aircraft, the Marine Corps and in some cases the Navy, 
and include dropping gear and flares and picking people out of the 
water by helicopters. Then the people that actus ally participate, the 
stewardesses and the pilots, go over the side in their own rubber 
lifeboats and experience the launching of those boats and using the 
vear under adverse conditions. 

In the evening after dark, we put on a further demonstration of 
light procedures which lay down the path which would be laid down 
if a plane were actually in distress, and one of our planes comes in 
and simulates the ditching process. 
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Then, the following morning they hold a meeting or eritique to 
improve on what was done the day before, and to find out whether 
there was anything that can be done to make the ditching at sea 
from an airplane any more satisfactory than it is. It is a hazardous 
thing at the best, and anything we can do to minimize the dangers 
to the travelling public we are attempting to do. 

One interesting angle of the working together of the airlines and 
the Coast Guard in that way is that Pan American found that for 
our 83-foot patrol boat, which participates in the exercises, the height 
of the deck was just about the same height as the height of the hatch 
or door on one of their DC—6’s in the water. So, they have built a 
facsimile mockup of the after door. Also, the United Airlines not 
to be outdone has made a facsimile moc kup of a forward wing section. 
Now instead of taking people out, as the committee saw it done, we 
take them over on the 83-footer from which they launch their life 
rafts through the mockup of the aircraft parts that are temporarily 
built on the 83-footers. It has increased the realism of the drill 
great deal. oa 

Mr. Gary. The various airlines send pilots and stewardesses to 
these demonstrations, and in addition to that some of the officers of 
the companies participate, do they not? 

Admiral RicnmMonp. Quite a few safety engineers and, in some 
instances, even some of their policymaking officers attend them. It 
varies from time to time, but as I say the number of requests for partici- 
pation is growing all the time. 

Mr. Gary. I think that training course is well worthwhile. 

Admiral RicumMonp. Well, I can only tell you what I was told by 
one of the stewardesses. We have tried to make a practice at all of 
these meetings to have somebody present who has experienced a 
ditching because we feel it is one thing to lecture on the theory of a 
thing, and that it is also another thing to have somebody there who 
has actually been through it. At the seminar exercise, the stewardess 
who had been on that Pan American plane that came down off of the 
Oregon coast was the one who spoke on that subject. She had been 
through the course and the exercises, and I understand that her actual 
statement was that had she not been through that exercise she would 
not have known what todo. She would have been much more terrified 
and probably would not have had the results she had. As vou know, 
she did a magnificant job in getting practically evervbody out of that 
plane, and that was her commendation of her experience in the 
exercises. 

MILITARY PERSONNEL IN COAST GUARD 


Mr. Gary. Admiral, will you bring up to date and insert in the 
record the table on the number of military personnel by fiscal years 
appearing at page 342 of the 1956 hearings? 

Admiral RicumMonp. Yes, sir. If I may, I would like to insert that 
in the record later. 

Mr. Gary. Yes. 


The matter referred to is as follows: 
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Military personnel in Coast Guard at close of fiscal year 
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SUMMARY COMPARISON OF PERSONNEL 


Mr. Gary. Also insert table LV, Summary Comparison of Personnel, 
appearing at pages 287 and 288 of the justifications. 

Admiral RicumMonp. Yes, sir. 

(The matter referred to is as follows: ) 


TABLE I\ Summary comparison of personne 
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Tare IV.—Summary comparison of personnel (all funds), U. S. Coast Guard—Con. 


1955 actual 1956 estimate 1957 estimate 
Appropriation title en oe eae ee 
A verage Average | 
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salaried 22 42, 654 28 | 132, 600 28 132, 60 
( ( rd 
Milita 57.9 273, 061 65 305. 900 65 305, 90) 
( i i | | 
Salaried 219 1,178, 062 193 1, 074, 635 193 | 1, 063, 11 
W board ccece] 8,200 5, 412, 738 917 3, 562, 265 | 917 | 3,556,165 
Subtotal, civilian -_ 1,418 6, 590, 800 1.110 4, 636, 900 1,110 4619, 275 
il, Coast Guard yard 
fund 1, 475.9 6, 863, 861 1,175 4,942 800 1,175 4,925, 175 
Other pers nel b pre 1 
Milit 
x 04. 2 32 )28 ) ”) 650 110 30) 
oO pr 
y 2,613 7, 932, 0 2, 766 8, 839, 471 2, 766 8, 839, 471 
lf of Mexico loran Air 
Force 11.2 33. 802 32 , 496 
Waldo loran (N ivy 9.7 25, 634 36 95, 126 36 95, 126 
Subtotal, milit 2, 738. 1 8 6, 489 2, 944 9, 421, 743 2, 912 9, $25, 247 
( ke l 61, 633 7 123, 625 39 204, 62 
il, other personnel 2,751.1 | 8,378,122] 2,971 545,368 | 2,951 ), 529, 872 
M V 28, 358 12 29, 100 99, 128, 676 20, 289 100, 259, 202 
C personnel 4,660.8 1) 4,356.5 19, 317, 328 4,379.6 19, 509, O76 
Rese 1ees 6, 168 ] 6, 450 2, 200, 825 6, 925 2, 379, 54 
Tot il personal servi es : = 114, 705, 155 120, 646, 829 ~ -cn~| 122, 147, 823 


Mr. Gary. Off the record. 
(Discussion off the record.) 


COMMENDATION OF COAST GUARD 


Mr. Canrie_p. Admiral Richmond, coming over to this committee 
room from my office this morning I passed the office of the Armed 
Services Committee of the House. There stepped therefrom a gentle- 
man who is high on the staff of that committee, serving in a legal and 
in an investigating capacity, and he said to me, “Congressman, where 
are you going?”’ [ told him that I was going over to this committee 
hearing, and he said, ‘‘What is it to be?’”’ And I said, ‘‘We are review- 
ing the Coast Guard budget.’’ He then said this: ‘They are a great 
outfit, and they do a bangup job.” 

I believe that far and wide, throughout the 48 States, that is the 
opinion of the American people, and it is an inspiring and ofttimes a 
thrilling thing for me week after week to pick up the daily press and 
to read therein the stories of the Coast Guard in action, ofttimes having 
to do with hurricanes, floods, typhoons, and what not, and whenever 
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there is an occurrence of that kind the people just naturally love to 
pick up some report on Coast Guard activity. 

| want to salute you and your staff and the men of the Coast Guard 
who are in and outside of the United States for your dedication to the 
job that you are doing. 

[ do not believe that the people as a whole realize year after year 
the ofttimes onerous tasks and the new and additional jobs that are 
assigned to you. 

You told us briefly today about the new work that you are called 
upon to engage in as a result of offshore oil activity, and also the new 
problems that are posed by the St. Lawrence seaway development. 


MILITARY PERSONNEL IN COAST GUARD 


First let me ask you, Admiral, how many officers and men are there 
n the Coast Guard of the United States today? 

Admiral RicumMonp. First, Mr. Canfield, let me thank you on 
behalf of my brother coastguardsmen for those very fine words. We 
appreciate them a great deal. 

As of goes 93 T 31 there were 2,574 officers, 873 warrant officers, 
(77 cadets, and 25,370 enlisted men, or a total of 29,294, sir. 


LORAN STATIONS 


Mr. CanrieLp. Admiral, you have told us about the loran setup 
inder the jurisdiction of the Coast Guard. As I understand it, you 
have ; rian stations, and 7 new stations projected in this budget? 

aia RicuMonpb. Actually, there are 44 stations presently op- 
erating, and the 7 were included in the figure of 51, and then in ad- 
dition to that—the 7 are those for which money has already been 
appropriated to the Defense Department—in addition to that the 
Defense Department is requesting construction funds for 6 additional 
stations as part of the overall program. 

Mr. Canrinip. As you know, Admiral, this committee has seen 
many of these loran stations, notably in the Pacific area. 

| desire to ask you this question now: Have there been any new 
developments in loran devices during the last year or so, any new 
improvements? 

Admiral RicumMonp. I do not believe there has been anything 
fundamental. I have already referred to a development, in which 
loran indications is more easily read, and in which it is more practical 
to get a position by figures rather than to have to translate readings. 
That is from the standpoint of the operator. We have been testing 
and experimenting in semiautomatic operation with the idea of cutting 
down on the number of people necessary to man one of these stations. 

[ really believe the most significant thing is the spread of the use 
of loran to merchant vessels and even to smaller vessels. 

For example, I noticed last week when I had the opportunity of 
spending 30 or 40 minutes at the motorboat show, I noticed that any 
number of the larger yachts and most of the yacht supply people 
furnishing them, that the yachts had loran receivers installed, The 
yacht suppliers were developing them as an item for sale. 

Mr. CanFieLp. Now, Admiral, is loran service available to foreign 
vessels and planes, even as it is to our own? 
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Admiral RicumMonp. Yes, sir, itis. It is available to anybody who 
wants to install a receiver, sir. 

Mr. Canrretp. Are there many foreign nations engagin 
kind of activity? 

Admiral Ricumonp. There is no other nation that is actually 
installing loran, although the Japanese have requested authority 
to do so, to augment the stations we are already manning over there 
by some of their own. 

Now, there are 10 stations of the old system which are operated 
by foreign governments, that is, England, Iceland, Canada, and 
Denmark. In addition to that, we have one station which is being 
operated by the Danes for us. 

Mr. Canrretp. In a sense, then, the United States has pioneered in 
this field and, apparently, is providing service for safety at sea for 
all the maritime nations of the world? 

Admiral RichmMonp. That is correct, sir. Of course, I think we 
should understand that loran was a wartime development for military 
requirements, and the bulk of the stations as presently installed are 
to meet military requirements. 


g¢ in this 


PERCENTAGE OF SHIPS AND AIRCRAFT GEARED FOR USE OF LORAN 


Mr. Canrretp. Admiral, what percentage of our ships would you 
say are geared for loran activity? 

Admiral Ricumonp. Sir, I would have to estimate that and put it 
in the record. I could not guess now. Are you talking about major 


cargo and passenger vessels? 


Mr. CanrieLp. I would say ves, including those at sea and in the 
air. 

Admiral RicumMonp. Well, planewise we could give you a very good 
figure. Shipwise it is not so easy because there are a large number 
of vessels operating, and it would depend upon what your base is 

(The following information was supplied later: ) 


Estimated percentage of commercial vessels and aircraft possessing loran receivers 


Commercial vessels: Percent 
Over 1,000 tons_ _- ssees pie Suahaters Bit ‘ 36 
Under 1,000 tons- : sai pas ae aes : ; 70 
Aircraft flying international routes__- cauieteha Gems 50 

I might just mention this to vou to show vou how the use of it 
is spreading: Last spring, and I do not think I ealled this to the at- 
tention of the committee before, I went to a meeting in Philadelphia. 
Although they do not have a Propeller Club in Philadelphia, the 
meeting was a counterpart of the Propeller Club. While there | 
met an executive vice president of the Sun Oil Co. who had just 
completed a trip on their new tanker. He cornered me, and was 
most enthusiastic about the use of loran on the trip. 

It was a trip to one of the Texas ports and return. There was no 
doubt in his mind that as rapidly as possible all of the Sun Oil ships, 
and I think they have 18 tankers, are going to be equipped with 
loran. 

I asked him which to him was the most significant feature, that is, 
what he felt were the results of the trip, aside from always knowing 
where he was. Aside from correcting the course and positions of some 
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of his own ships, as well as others and giving them a better position, 
he said that he estimated that by the use of loran the tanker had saved 
4 hours, and the boast was made that they had made the fastest run 
down that had ever been made. Now, to me that is an increased 
selling point for loran, because 4 hours less sailing means 4 hours fuel 
and oil saved, and that much more economical operation. So, it is 
not hard to see why people, once they learn the advantages of loran, 
want it, because the installation of loran is relatively cheap. I think 
you can put an installation aboard now for $2,000 or $3,000, and you 
could save that on one trip. 

Another thing I might mention is that we have had a survey made 
of users. It is very difficult to determine exactly how valid our figures 
are, but it begins to appear, although most of our answers came back 
from service units, that actually the commercial use reports or observa- 
tions were about 50 percent of all the observations reported. On the 
reports of the gulf operations, I know they benefited even though 
there is no loran on the west gulf coast, but only on the east gulf 
coast. 

Mr. CANFIELD. First, it is a very necessary thing in terms of the 
militarv, and that has been e mph ‘d by the military itself. 

Admiral Ricumonp. Yes, sir; that is correct. 

Mr. CANFIELD. Second, ail of our planes, and most of our military 
ships use it. Now, insofar as foreign ships are concerned, do they use 
it to the extent that our people do in the United States? 

Admiral RicumMonp. I would say that most of the transoceanic 
large airlines use it, particularly in the Atlantic. 

Further, I think it is standard equipment in use on all of the larger 


passenger vessels. I do not believe that the cargo vessels of foreign 
nations have started to adopt it vet. 


REPLACEMENT OF AIRCRAFT 


Mr. Canrietp. Now, Admiral, I am very glad that the chairman 
again emphasized the concern of our committee, and I am sure he 
speaks for all of the committee, and he most certainly does for this 
member who is talking now, regarding the safety of Coast Guard 
planes. 

Now, when the Secretary of the Treasury, Mr. Humphrey, and the 
Under Secretary, Mr. Rose, were before us a few days ago we entered 
into it at some length, and again they assured us that they believe 
that the planes now being used are quite safe, and we, in turn, spoke 
about our joint responsibility with the Treasury Department in mak- 
ng sure that they were safe. 

Now, I sensed from your testimony this vear and last year that you 
sort of wished you were getting a better deal in the replacement of 
your planes. If you feel that way I think you ought to say so, and I 
am one who is going to commend you for saying so. 

Like yourself, we want to be right in this picture. I am going to 
ask you first, Admiral, have you “had any serious accidents, do you 
think, as the result of some of the old planes you are now flying? 

Admiral Ricomonp. My answer to that would be “No,” sit 

First, let me say that I told this committee several years ago, and 
[ repeat it, that the day that any of our planes are unsafe they are not 
going to fly, as far as I am concerned, even if it means tying up our 
operations. 
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I do not think the problem is entirely the question of safety. 

You may be driving an old car that has been overhauled, and you 
feel it is quite safe, but the frequency of repairs and the inability to 
get parts makes it an uneconomical thing for you to continue to drive it. 

Similarly, I think this replacement problem is all pretty much a 

result of the fact that we came out of the war with a number of planes, 

all of about the same age, so we had a large number of planes of about 
the same age, although the planes were perfectly good. We knew at 
some future time that those planes would all become obsolescent and 
obsolete and impractical to keep operating at once. 

Based on present prices the total re placement value of that fleet 
runs, in our opinion, about $105 million to $110 million. That is a 
very flexible figure because it depends upon how you replace them, 
and what you replace them with. 

As the chairman has indicated, we did start back as early as 1948 
trying to replace them. We replaced the older lightweight planes by 
helicopters. It was not only a case of replacement, it was a case of 
changing to a plane which would be more versatile. We replaced the 
old JRF’s, as we called the small amphibians. 

Following that with the program that was worked out with this 
committee we replaced the next most critical group, which was the 
medium-sized planes. The PBY’s were replaced with the UF’s, and 
that program has essentially been completed. The UF’s were pur- 
chased or have been borrowed. 

We were then left with two main groups needing replacement, the 
long-range seaplane, and the long-range landplane. Unfortunately, 
those are the most expensive types to replace. 

We have over the last few years replaced some of the seaplanes, but 
not as fast as we, in the Coast Guard, would have hoped. 

Last year I told the committee that at that time we had a backlog 
of plane replacements of $57 million, and that it appeared to us that 
the logical replacement program would be to spread it out, not to 
hump it allin one year. It would be better to spread it over 3 years, 
after which the requirement would drop down, and then average it at 
about $11 million a year based on our present fleet. It would be 
foolish to replace all of these planes in one year because you would 
have recurring in the future this same problem that faces us now. 

Since that time we have been studying this problem critically. 
We think, perhaps, that the large requirements which we computed 
at that time were a little too strong. 

For example, last year we based our requirements for land planes 
on a 10-year life estimate. 

Ww ell, a more realistic appraisa] of that indicates that probably 15 
years’ life would be a more reasonable estimate 

The estimate on the helicopters remains the same. 

On seaplanes, amphibians, we have gone from 8 years’ to 9 years’ life. 

It appears to us now that we will have a backlog on the 30th of 
June of this year of 35 old aircraft with a replacement value of about 
$46 million. 

Applying the same line of reasoning that we did last year, that 
would mean approximately $15 million replacement a year for 3 
years, after which it would drop down for a year or so, and the replace- 
ment cost would then run about $10 million or about $10,500,000 a 
year. 
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Do not misunderstand me, this is not a request for any money. 
All I am saying is we do have a plan. Actually, if I could get a suit- 
able plane given to us from the Air Force, the Navy, or any place, 
| would just as soon take it as buy planes. In fact, I would prefer 
it because it would require less modification. That is a summary of 
the particular problem that faces the Coast Guard today. We have, 
as I say, at the present time 35 planes which are overage, or which are 
rapidly approaching overage. 

Mr. CanrireLtp. When the Secretary of the Treasury, Mr. Hum- 
phrey, and the Under Secretary, Mr. Rose, were before us they told 
us, as the chairman has indicated, that they believed that planes 
were available from the Air Force and other sources, and I hope that 
that picture is being reviewed very carefully. I know we had Mr. 
Rose before us on a special appearance last year, and it may be that 
the committee will want to discuss this matter with him again. 

I do not like to see the Coast Guard getting planes for their service 
which are unsuitable for use by the other services, and I do want to 
see them first of all safe. 


NEW RESIDENCE FOR COMMANDANT 


Now, there has been a discussion about what the chairman has 
probably called an innovation, his reference being to your new pro- 
jected home for the Commandant at Washington Radio Station in 
nearby Virginia. 

According to the justifications that will cost $35,000. You told us 
last year that the Navy requested and received funds for a project 


of this kind, and then I believe it was stated that the Chief of Staff 
has recommended or requested funds for a home for himself and his 
staff. If I am not mistaken, the request of the Chief of Staff is for 
$300,000 for his new quarters. You do not have to discuss that if 
you do not want to. 

Admiral Ricumonp. I do not know. About all I have seen is what 
has appeared in the papers, but my understanding is that the request 
is not only for him, but for, I think, five quarters for members of his 
staff and a communications center. 

Mr. Canrie.tp. The chairman asked you if you thought you could 

build suitable quarters for $35,000. You emphasized that you had the 
ground and you believed that suitable quarters could be built for 
those funds. 

Now, I am not trying to raise the ante, but knowing something 
about the cost of construction these days, and having in mind the 
thought that any home built for the Commandant of the Coast Guard 
ought to be a good home, quite frankly I do not see how you can 
build what I believe would be adequate for that figure. I hope that 
if we do appropriate funds for the project that we will be quite realis- 
tic about it, proud as we are of the Coast Guard and its leadership. 

Admiral Ricumonp. Thank you. 

Mr. CanrFretp. We do not need to go into a long discussion of that. 

I have just a few other questions, Mr. Chairman. 
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PERSONNEL SECURITY CHECKS 


In vour presentation this morning, Admiral, vou make reference to 
work required in vour clearance program, vour personnel and security 
checks. 

You had to face up to one of those unfortunate situations vourself 
last vear where a voung lad was commissioned an officer, and a review 
of his case had to be made, what the lawvers call nune pro tunc, and 
there was some publicity which was not too wholesome. As I reeall, 
you reviewed the case quite thoroughly and held that this voung 
officer should retain his commission; is that true? 

Admiral RicHmMonp. He Pol his commission. He was an officer 
candidate. We had not as vet commissioned him, and we felt that 
he ought to get his commission. 

Mr. Canrretp. Have there been ais other like cases? 

Admiral RicumMonp. Not exactly similar. There obviously, sir, 
have been cases which have had to be reviewed, but fortunately we 
have not had the notoriety that we had in the case vou mention. — | 
do not think we would have had it in that case had it not been for 
its proximity to the unfortunate case that occurred at Kings Point 

Mr. Canrrecp. Well, I think vou handled the Coast Guard case 
with expedition and in a firm and proper manner. 


OCEAN STATION PROGRAM 


Now referring to your ocean station program, is that about the 
same as last year? 

Admiral Ricomonp. Exactly the same. There are no additions 
and the requirement is still established as 6 stations, 2 in the Pacific, 
and 4 in the Atlantic. That is the requirement. 

DISASTERS AT SEA 

Mr. Canrietp. Have there been any serious disasters at sea in 
the past vear? 

Admiral RicumMonp. Well, there have been several cases. For 
example, the last case, I believe, was that of a Portuguese schooner 
which caught fire, and we had to divert an ocean station vessel, but 
fortunately all the persons were picked up from the schooner. 


PORT SECURITY 


Mr. CANFIELD. Is your port security program just about the same? 

Admiral RicumMonpb. There was an extension of the program which 
was covered by a supplemental about a year and a half ago to expand 
it at some of the minor ports. The work under that has been com- 
pleted and it is in full operation now. 


RESERVE TRAINING PROGRAM 


Mr. Canrretp. Admiral, with reference to your Reserve training 
program, some of the officers in the Reserve Officers Association of the 
United States seem to feel that the Treasury is not carrying out the 
Reserve legislation of the Congress and not requesting appropriate 
funds for the new fiscal year. 
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I happen to have a letter which may be discussed in more detail a 
little later, quoting testimony in a hearing conducted by the Armed 
Services Committee, headed by Representative Brooks of Louisiana, 
with some of your quotes and also some of those of Under Secretary 
Rose regarding this program. Under our general treatment of your 
presentation do you want to say anything about this at this time? 

Admiral RicuMonp. Well, I do not think that the statement by 
the Reserve Officers Association that the Treasury has done nothing 
about it is accurate. 

Mr. Canrretp. I do not think I[ said that—is not proceeding 
properly. ’ 

Admiral Ricumonp. I do not think that the statement that the 
Treasury is not proceeding properly is accurate. Of course, that 
could be put in the field of opinion, so there is no use in debating that. 
The Reserve Act of 1955, as you know, passed in August. 

That Reserve Act was not the original bill as submitted by the 
administration, nor was it the one that either Mr. Rose or I testified 
to. Not that there were any major differences, but the point I am 
making is that that final act was somewhat of a compromise with the 
original submission. 

In any case, when it passed, our figures for the 1957 budget had 
already dee submitted. 

Also, since it brings into play an entirely new concept for the 
administration of the Reserve or the training of the Reserve it was 
necessary to do some pretty hard thinking on our part to decide what 
we could accomplish within reason, speaking particularly now of the 
§ months’ training of 8-year obligees. As indicated a couple of weeks 
ago to the Armed Services Committee that inquired into the progress 
that we have developed, the plan which I indicated in my statement, 
will give us a good sound start on a program, and a request for funds 
to carry that out is being made. 

Mr. Steminski. Off the record. 

(Discussion off the record.) 

Mr. Gary. Mr. Wilson. 

Mr. Witson. Ihave been very much impressed, Admiral Richmond, 
by your testimony and by the service you have been rendering to the 
defense program. I believe, however, that any questions I may have 
will come under the separate bureaus and departments. That is all 
for the present. 


ICEBREAKING ACTIVITIES ON ILLINOIS RIVER 


Mr. Murray. Admiral, do you contemplate icebreaking activities 
on the Illinois River in the fiscal period which is covered bv this 
pending appropriation? 
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Admiral RicuMonp. By contract? 

Mr. Murray. Yes, by contract. 

Admiral Ricumonp. No, sir. 

Mr. Murray. Do you contemplate doing it by any other method? 

Admiral RicumMonp. We have not abandoned what we can do with 
our facilities on the Illinois River Waterway. 

Mr. Murray. If you have an icy weather condition do you con- 
template that you will be able to keep the river open, Admiral? 

Admiral Ricumonp. No, sir, we do not. 

Mr. Murray. In the hearings before this committee last year 
Admiral, you stated that you discontinued this service because of a 
failure of the Defense Transportation Administration to certify it as 
a defense measure as they had done in the past. I understand that 
at the time the Defense Transportation Administration had gone out 
of existence and that it would have been physically impossible for 
that body to make such a certification. I was wondering whether 
your group had made any study of the effect of the discontinuance of 
this service? 

Admiral RicuMonp. No, sir, we made no study as to the effect of 
it, sir. 

Mr. Murray. Do you know of any governmental body that made 
a study of the effect of the discontinuance of this activity upon the 
public welfare of the city of Chicago and the areas in and about 
the city? 

Admiral RicHmMonp. To my knowledge I know of no such study, 
no, sir. 

Mr. Murray. Do you know if there was any study made of the 
effect of the discontinuance e of it on the oil and coal situation in the 
city of Chicago? 

Admiral Ric HMOND. Unless it was a local study I know of none. 

As you know, sir, there has been considerable correspondence about 
the fact that we were not going to contract this year, both with officials 
in Chicago, and other governmental agencies. I know at one time it 
was mentioned _— the situation in and around Chicago might 
critical this year again because of the disaster at Whiting last vet 
where dianiiend lost one of their principal plants, but I would oat 
class that as a study. 

Mr. Murray. The reason I bring that up, Admiral, is, as you 
probably know, as a result of that matter arising, and facts I was 
not made aware of during the hearings last year. Many people 
utilize the Illinois River for navigation during winter months, many 
oil dealers and fuel dealers in the city of Chicago depend upon the 
river remaining clear during the winter months and are dependent 
on that service. This year with a very severe and early winter in 
Chicago considerable consternation arose as to whether or not Chicago 
would have a fuel-oil shortage. 

It has been charged that operators who had contracts with different 
public institutions for fuel oil were fearful that they could not supply 
their contracts because of the discontinuance of this activity. They 
were not apprised of the discontinuance until the early summer 
months or the late summer months. 

Of course our early heavy winter has not to date proven out. I 
was just wondering, in view of the way the city of Chicago has become 
dependent on the river being open for its supplies and in view of the 
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increased port activity in the city of Chicago, why no study had been 
made before this was discontinued, or why a study has not been 
made to date by the Federal Government concerning the importance 
of keeping the river open. 

Would you care to comment on that? 

Admiral Rricumonp. Of course I cannot answer for all of the agen- 
cies of the Federal Government, but I would say that the river was 
originally kept open primarily to relieve an emergency which then 
existed and was carried on for a year or so thereafter until that poten- 
tial emergency no longer existed. After that it was a defense measure, 
and the commercial importance was never a factor in the eyes of the 
Coast Guard or, frankly, this committee, I believe, in appropriating 
the money specifically for that particular job. That would be my 
only explanation. 

Mr. Murray. I just want to make this additional statement. 
Apparently, Admiral, during the years that the river has been open, 
originally it might have been done as a defense measure but, in sub- 
sequent years, as a result of its being open the city of Chicago and the 
areas in and about Chicago began to be dependent upon an open river 
for supply. Last year, I assumed, because the Defense Transporta- 
tion Administration failed to give it certification, that some study 
had been made of those factors. I discover now that that Admin- 
istration had gone out of existence before the matter was even pre- 
sented to them. 

Mr. Chairman, I have a letter from the mayor of Chicago, Richard 
J. Daley, a very capable mayor and in his letter he states some very 
forceful and cogent reasons why he feels this river ought to be kept 
open. And I was wondering if I might have the permission of the 
committee to insert portions of the letter in the record at some 
appropriate place. 

Mr. Gary. Without objection, it will be inserted at this point in 
the record. 

The letter above referred to is as follows:) 


OFFICE OF THE MAYOR 


CITY OF CHICAGO 
JANUARY 17, 1956, 

DEAR CONGRESSMAN Murray: My sincere thanks to you, Jim, for your deep 
coneern for the well-being and health of our citizens of Chicago and for your 
interest in our problems as outlined to me in your letter of January 4. 

Most fortunately for the city of Chicago, the continuing warm weather of the 
last several weeks we have not suffered a fuel-oil shortage—especially in heavier 
or residual oils—as was anticipated in the early part of December when the un- 
seasonable cold weather caused the most severe ice conditions in the history of 
modern navigation of the Illinois River. I do not dare predict that we are “over 
the hump’’—either in respect to cold weather again causing sudden severe ice 
conditions in the river or an acute fuel oil and coal shortage insofar as this winter 
is concerned, 

My personal views on the cancellation of the appropriation for continuing of the 
United States Coast Guard to expend their money for the supervision and leasing 
of the powerful towboats and other equipment necessary—are very definite and 
positive. Thesum allocated in the past, i. e., $250,000, is only a minute amount of 
money compared to the benefits derived to the entire population of the vast 
valley of the Illinois River, beginning from Alton on through and including the 
great metropolitan and suburban area of Chicagoland. Affected are many cities, 
towns, and villages that lie within a reasonable distance of the marine terminals 
situated on the river. 
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Because of the extreme importance that the Illinois Waterway now plays in 
the role of benefactor—and the unlimited future of the further development and 
increase in waterborne traffic that portends for the vears ahead—TI am of the firm 
conviction that the waterway from St. Louis through to Chicago and intermediate 
ports should be an all-vear-round navigation project, even should the cost of 
keeping the channel open be many times what it has been and I am led to believ« 
that the actual cost of the icebreaking has been considerably less each vear than 
the amount appropriated. 

My information is that one of the several local maritime organizations sen 
your office certified copies of letters from practically all of the principal oper: ators 
and terminal companies—and many of the smaller companies also—voicing their 
objections to the removal of the appropriation from the budget. 

With the prospect of a new dam on the Mississippi just above the confluence 
of the Missouri River near Alton, IIl., to alleviate the usual low-water conditions 
during the winter months it is of utmost importance that the Illinois Waterway 
be made an all-vear-round navigation project and very definitely the appropriation 
for icebreaking to keep the channels open should be made a part of this project 
Should the prospects of anathies fuel-oil shortage threaten our already rathe: 
short supply and inadequate terminal storage capacity, we would be in a rather 
precarious situation. The very serious lack of railroad tank cars does not enhance 
the predicament any, but paints a very dark picture. We in the Chicago area 
are dependent upon our great State waterway to bring us 90 percent of our 
residual oils, chemicals, and coal during the winter season. 

May I urge, therefore, and all of our Members of Congress from the State of 
Illinois, to use the good offices of your positions as Representatives of your con- 
stituents to make sure, if possible, that this item be restored to the budget and 
further, make demands upon Congress that it shall always be in the future budgets 
to allow us to make use of the great natural waterway that God has given us. 

My kindest personal regards and assuring you of my continued support in all 
of your undertakings, I am, 

Sincerely, 
{icHARD J. DaLey, Mayor. 


REPLACEMENT OF AIRCRAFT 


Mr. James. I have one question. This morning vou were talking 
about aircraft for the use of the Coast Guard and I remember you 
said something about a British-made plane that more exactly met 
your ideas of what the Coast Guard should have than anything built 
in this country or elsewhere. 

Admiral RicHMonpb. Yes, sil 

Mr. James. Is that the Viscount? 

Admiral RicHMonp. That is the Viscount; basically the same plane 
being flown by Capital Airlines here now. 

Mr. James. If a plane of that kind or a plane equally advantageous 
to the Coast Guard as that plane would be, is not designed and made 
in this country, what would be against buying suc h planes, or swapping 
something ¢ ‘Ise that the Britishers might want for some of those planes? 
What is against that? 

Admiral RicumMonp. From our standpoint, nothing. I can im- 
agine, though, quite a little bit of concern on the part of airplane 
manufacturers in this country if a Government agency bought planes 
outside of the United States. I do not know that there is anything 
legally against it; there may be, but we really had not explored it. 
I just mention that as an example of a plane that just happens to 
more nearly meet our requirements. Even that does not quite meet 
our requirements, because it is a little short of the range for what we 
would like. It has a maximum range, as I understand it, in the 
neighborhood of about 2,500 miles, which is just a little under what we 
would like to have in the search-and-rescue plane. 





303 
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. Mr. James. [ can understand the concern on the part of some 
ahd 


American manufacturers; but if they do not have anything to offer 
iate that meets the needs—we do not grow any abaca here in this country, 
of but we need a lot of rope so we buy our abaca from foreign countries, 
and what is the difference in buying something like this? Another 
thing, if we are going to keep on having commercial relations with our 
friends, would not that be a good gesture? [After a pause.] Well, 


eve 


that is all very academic; 1s it not? 
Admiral RicumMonp. It is right at the present time, because we are 
not proposing to buy any long-range land planes at the present 
Mr. James. So I won't pursue the subject any further. 


time. 


OpeRATING EXPENSES 
Program and financing 


1955 actual | 1956 estimate | 1957 estimate 


Program by activities 

1. Vessel operations 

2. Aviation operations . 

3. Shore stations and aids operations 34, 431, 049 
4. Repair and supply facilities a ‘ 14, 074, 989 
5. Training and recruiting facilities 7, 627, 524 
«6. Administration and operational control 19, 378, 047 
7. Other military personnel expenses 14, 534, 260 
. Supporting programs... , 1380, 594 


$42, 666, 260 
13, 953, 945 


$44, 
15, 
35, 
16, 
8, 
20, 
14, 
6, 


214, 795 
477, OR6 
578, 710 
563, 394 
134, 328 
097, 810 
454, 701 


918, 176 


$44, 654, 272 
16, 844, 687 
36, 387, 611 
16, 166, O86 

8, 358, 528 
20, 178, 441 
15, 842, 199 

s 6, 918, 176 


Total obligations 668 161, 439, 000 165, 350, 000 


lancing 
Unobligated balance no longer available 


, 796, 


515, 318 


5, 311, 986 


160, , 000 


, 000 


Appropriation (adjusted) 
Proposed supplemental due to pay increases _ 


165, 350, 000 


Obligations by objects 


Object classification 1955 actual | 1956estimate | 1957 estimate 


COAST GUARD 
Military 
A verage number 
Number of military personnel at end of year- - 
Civilian 


9° 


25, 946 


25, 927 


25, 209 


25, 414 


Total number of permanent positions 3, 
Full-time equivalent of all other positions 

Average number of all employees 3, 
Number of employees at end of year 3, 


A verage salaries and grades 
General schedule grades 
Average salary 
Average grade 
Grades established by head of agency 
Average salary 
Average range (lighthouse keepers) 
Ungraded positions: Average salary 


$4, 


GS 


$3, 
2, 798-$3, 
$4, 
Personal services: 
Permanent positions: 
Military 
Civilian ; 
Positions other than permanent 
Regular pay above 52-week base 
Payment above basic rates 


2, 760, 
2, 907, 
413, 
31, 
231, 


Total personal services... - sia 344, 
Travel.-- eet ale oe 3, 612, 
Transportation of things 2, 477, 
Communication services 914, 
Rents and utility services---- 1, 730, 
Printing and reproduction. -- 486, 
Other contractual services- - - : he 10, 769, 

Services performed by other agencies-.--- 3, 139, 


02 
03 
04 
05 
06 
07 


72073 —56 20 


322 | 
90 
184 


58 


176 


5.4 


$4, 55: 


GS-5. 


187 $3, 457 
250 |$3, 008-$3, 493 
064 $4, 167 


447 
125 
980 
587 


721 


$87, 720, 045 
13, 636, 736 
452, 230 

34, 291 

240, 857 


102, 084, 159 
4, 001, 852 
2, 359, 803 
1, 060, 000 
1, 287, 000 
956 455, 300 
960 11, 785, 792 
120 5, 220, 000 


860 
411 
279 
449 
303 


3, 309 

90 
3, 168 
3, 587 


$4, 622 
GS-5.5 
$3, 462 
$3, 008-$3, 493 
$4, 167 


$88, 947, 067 
13, 763, 056 
452, 230 


242, 354 


404, 707 

, 206, 885 
, 359, 803 
060, 000 

, 283, 375 
455, 300 

3, 365, 029 
5, 220, 000 
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Obligations by objects—Continued 


| 
Object classification 1955 actual | 1956 estimate | 1957 estimate 


COAST GUARD—Ccontinued | 
08 Supplies and materials---_-- $20, 023,196 | $18,680,998 | $19, 210, 131 
09 Equipment--- : ; j - re 3 a 8, 839, 715 11, 113, 808 10, 820, 634 
10 Lands and structures ____- eee 1, 385, 281 250, 000 | 250, 000 
12 Pensions, annuities, and insurance ¢ ‘el 1ims ail aes < 2, 109, 363 | 1, 119, 255 1, 603, 103 
13 Refunds, awards, and indemnities..-....------- 38, 546 | 34, 260 34, 260 
15 Taxes and assessments : 34, 316 19, 346 | 19, 346 


Subtotal_--_- 151, 905, 755 159, 471, 573 | 163, 382, ! 573 
Deduct charges for quarters and subsistence 38, 030 | 32, 573 | 32, 5 


Total, Coast Guard 151, 867, 725 159, 439, 000 163, 350, 000 


ALLOCATION TO DEPARTMENT OF THE NAVY 


Total number of permanent positions: Military er 232 23: 238 
Average number of all employvees- - ; : 232 38 | 238 
Number of military personnel at end of year secateton 232 38 | 238 


01 Personal services: Military........----- ewes 898, 990 $993, 360 | $993, 360 
02 Travel_-.-- ‘ aera ete ain | 3, 767 75, 000 75, 000 
03 Tr: unsports ation of things. eascis Sea ‘ ee semen 

07 aa saaees , 273 100, 000 | 100, 000 
08 Supplies and eels ; Sos ee amaaame , 805 431, 640 | 431, 640 
Wp Cee Ot eas. Le bieecdencsssctanesesevau 1, 054, 860 400, 000 | 400, 000 


l pitieinalacesgeig atest Teisionecdeiigloghta hati Secale 


Total, Department of the Navy 2, 537, 543 | 2, 000, 000 | 2, 000, 000 


| | 
ALLOCATION TO DEPARTMENT OF THE ARMY, CORPS OF 


ENGINEERS 


Other contractual services-.---.---- ‘nits wi | 391, 400 


NI on iia cambeehwne manos 154, 796, 668 | 161, 439, 000 | 165, 350, 000 


nas authorizations, nenEeS and balances 


55 actual | 1956 estimate | 1957 estimate 


RUDCET AUTHORIZATIONS AVAILARLE 


Appropriation - - $155, 889, 300 | $160, 750,000 | $165, 350, 000 
Transferred from ‘ ‘Acquisition, cons truction, and improv e- 
ments, Coast Guard’’ (69 Stat. 5 , 000 
Transferred ch ner ag srg Guard” (68 Stat. 800) - -- , 000 
Transferred (69 Stat. 240) to— 
“Salaries and expenses, Bureau of Accounts, Treasury’’- 36, 957 
“Salaries and expenses, Division of Disbursemea 
“Sal aries and expenses, Office of the Secretary of the Treas- 
ury”’ cera ‘ ,273 
“* AC dministering the “public debt, Bureau of the Public 
Debt’ a 316, 996 
“Salaries and expenses, Bureau of Customs” , 338 
‘Salaries and expenses, Bureau of Narcotics’’_ - a. -35, 365 
‘* Salaries and expenses, United States Secret Service” : , 224 
‘Salaries and expenses, Internal Revenue Service’’- 2, 793 


, 986 160, 750, 000 165, 350, 000 
689, 000 |__- ea 
3,557 | 21, 362, 317 23, 701, 317 


5, 543 182, 801, 317 189, 051, 317 


EXPENDITURES AND BALANCES 


Expenditures— ; 
Out of current authorizations _ 137, 075, 183 140, 772, 183 


Out of anticipated supplemental appropriation. - - --- -|7 153, 964, 599 |< 662, 500 | 26, 500 
Out of prior authorizations | 21, 362, 317 23, 674, 817 


Total expenditures - . -| 153, 964, 599 159, 100, 000 164, 473, 500 
Balances no longer available: | 
Unobligated (expiring for obligation) 
Other * at ; 3, Jecscesccone a bel ceed ; : —_ 
Obligated balance « carried forward - Be Rea se i ecb nee 21, 362, ; | 23, 701, 317 24, 577, 817 





Total expenditures and balances--.----- 79, 515, 548 | "182, 801, 317 189, 051, 317 
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SUMMARY JUSTIFICATION DATA 


Mr. Gary. The first item we will take up is “Operating expenses” 
and, in this connection, we will insert pages 264, 265, and through 
the table at the center of page 266 of the justifications. 

(The matter above referred to is as follows:) 


Analysis of appropriation base for fiscal year 1957 


Regular appropriation, 1956 act $153, 750, 000 
Supplemental appropriation for 1956 7, 000, 000 
Total appropriation, 1956 1 160, 750, 000 
Reductions: 
Activity No. 1. Vessel operations__ : 
Activity No. 4. Repair and supply facilities 397, 308 
Activity No. 6. Administration and operational 
control _ _- 31, 469 


Activity No. 7. Other military personnel expense - - 8, 700 


ORGS POR OULONG rei oe ates be Serra arena wie 000 
Additions: 
Additions: 
Activity No. 3. Shore stations and aids__._..._.... 225, 870 
Activity No. 5. Training and recruiting facilities _ 224, 200 
Activity No. 6. Administration and operational 
NON so ea ae lee eh ee oe 575, 230 
Activity No. 7. Other military personnel expense _ - 28, 700 


Total additions , 054, 000 
Adjustment in base_-_- ne : / 1374 000 


Appropriation base for 1957___- : 91, 124, 000 
Increase over appropriation base for 1957 ; 4, 226, 000 


Appropriation estimate for 1957__......------ ‘ 350, 000 


Increase or decrease from total appropriation, 1956 ; 4, 600, 000 


Does not include anticipated supplemental for 1956 to cover cost of authorized civilian pay increases. 
Comparison of appropriation base with appropriation estimate for 1957 


Appropriation base Appropriation esti- | : 
for 1957 mate for 1957 Increase or decrease 


Activity . — . ete 


A verage Average Average 


positions Amount positions Amount positions Amount 


Vessel operations ‘ $44, 654, 272 $662. 000 
Aviation operations 5, 477, O86 16, 844, 687 1, 367, 601 
Shore stations and aids opera- 

tions 35, 578, 710 36, 387, 611 |. 808, 901 
Repair and supply facilities 16, 166, O86 16, 166, O86 
Training and recruiting facilities 8, 358, 528 8, 358, 528 
Administration and operational 

control , 441 20, 
Other military personnel expense , 454, 701 | 15, , 387, 498 

8. Supporting programs | 6,918, 176 6, 


Total 29, 129.3 |161, 124, 000 350, 22% , 226, 000 
Adjustment in base (net). _- —374, 000 +374, 000 
Total appropriation 1956, and | 
appropriation estimate for 
1957 : at ae haad 29, 129.3 | 160,750,000 | 29, 352.3 |165, 350, 223 4, 600, 000 
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GENERAL STATEMENT 


The duties of the Coast Guard embrace, in general terms, maritime enforce- 
ment, limited security of certain important ports and waterfront facilities, saving 
life and property, providing navigational aids for maritime commerce, promoting 
the safetv of the American merchant marine, and military readiness to serve as 
a part of the Navy in time of war or national emergency. These diverse duties 
are reflected in the budget program, which is presented under eight activities, as 
follows: (1) Vessel operations, (2) aviation operations, (3) shore station and 
aids operations, (4) repair and supply facilities, (5) training and recruiting facil- 
ities, (6) general administration and operational control, (7) other military 
personnel expense, and (8) supporting programs. 

The budget program for 1957 involves generally the same operational com 


mitments as in 1956, with certain modifications. Ten additional loran stations 
are included, of which seven are being constructed in 1956 from funds provided 
by the Department of Defense. The remaining three stations have been operated 


for the Air Force on a reimbursable basis, but are being incorporated into the 
regular Coast Guard program in 1957. Increases are requested for the modifi- 
cation of aircraft to correct operational deficiencies, for installation of replacement 
electronic equipment on certain vessels, and for increased military personne! 
separation costs. Provision is also made for civilian pay increases authorized 
by Public Law 94, 84th Congress. For this program, $160,350,000 is requested, 
an increase of $4,600,000 over the $160,750,000 provided in 1956 

As in 1956, 18 cutters are programed for the operation of 6 ocean stations o1 
a reimbursable basis, with financing in the amount of $16,240,000 included in 
the 1957 Department of Defense budget. These vessels will continue to perform 
the dual functions of ocean station duty and search and rescue 


Operating eX Penses 


Net change in base, 
Adjustments in base increase (+) or «de 
crease (—) 


Appropriation alloca- 
tion for 1956 





Activity 
| Average Reduc- Average 
positions Amount tions Additions positions | Amount 
1. Vessel operations. $44, 214,795 | $222, 523 — $222, 523 
2. Aviation oper: ations __--- 15, 477, O86 
3. Shore stations and aids oper: ations 35, 352, 840) $225, 870 4-995, 870 
4. Repair and supply facilities 16, 563, 3$ 397, 308 — 397, 308 
5. Training and recruiting facilities ; 8, 134,23 2 224, 200 +224, 21M) 
6. Administration and operational 
control 19, 634, 680 31, 469 575, 230 +543, 761 
7. Other military personnel expense ahs 14, 454, 701 28, 700 28, 700 ree 
eS es eee 6, 918, 176 
EE icicisbpistinnkinin anemia wnanade 29, 129.3 |160, 750,000 | 680,000 1, 054, 000 +374. 000 


INCREASES REQUESTED FOR 1957 


Mr. Gary. It appears from these tables that the appropriation 4 
1956 is $160,750,000 for operating expenses, which was increased | 
the automatic pay increases to $161,439,000. The estimate for 195 7 
is $165,350,000, which is an increase over the total appropriation 
for 1956 of $3,911,000. 

Can you give us an explanation for that increase? 

Admiral RicumMonp. As indicated in my statement, the increase 
which is set out in detail on later pages essentially is divided into 
approximately $1,253,000 for increased military personnel costs 
brought about by an increase in the number of discharges in 1957 
and the resulting replacement of that personnel. 

The second large item is $1,712,118, which is a nonrecurring item, 
for modification of certain vessels such as installation costs of Navy- 
supplied radar on cutters—air search radars on 5 vessels and surface 
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search radar on a total of 30 vessels; in addition to that, the modifica- 
tion of the UF type of planes which have shown on operation to be 
yrone to an icing condition which endangers them under certain types 
of flight. This modification will remedy that situation, make them 
safer, plus the fact it will also increase their operating efficiency, 
either giving them greater speed or improving their maximum per- 
formance ceiling and increasing the range. 

There is an item in this increase of about $1,260,000 which represents 
the increase brought about by the addition of the 10 loran stations 
the 3 taken over from the Air Force and the 7 that will' be completed 


n this fiscal vear or the very early part of next fiscal vear. 















OBLIGATIONS 





\lr. Gary. What were the obligations by months to date in the fiscal 
year 1956? 


Captain Arrineron. IT will supply that for the record. 







Operating expenses, 1956—Obligations by months 
















Direct | Reimburse- Total 
} nents | 

= . eo as acinus 

| 
| $18, 434, 518 $90,922 | $18, 525, 440 
\ugust | 10, 863, 303 2, 789, 625 | 13, 652, 928 
eptember 11, 925, 409 1, 401, 268 13, 326, 677 
ctober eh | 14,828,779 | 1, 460, 859 16, 289, 638 
sovember-_ a whi | 12, 181, 791 | 1, 368, 868 13, 550, 659 
Yecembe! | 13,346,773 | 2,367,315 15, 714, 088 
lotal bhai 81, 580, 573 9, 478, 857 91, 059, 430 









OF 





REPLACEMENT RADAR 





EQUIPMENT 






Mr. Gary. How old is the radar equipment to be replaced? 
Admiral RicuMonp. The majority of it is wartime equipment. 
But this is not alone a matter of age, but an improved type that the 
Navy has developed and which, as I said, the Navy is supplving and 
the money here is for installation cost on the vessels. 

Mr. Gary. What is the original installation cost? 

Admiral Ricumonp. The prices vary. For the air search radars it 
is $30,000 a set; for the surface search radars, from $12,000 to $20,000, 
depending on the type of the vessel. 

Mr. Gary. We will insert the table at the bottom of page 270 of 
the justifications at this point in the record. 
The matter above referred to is as follows: ) 















W PG—327 feet l $30, 000 3 $60, 000 $90, 000 
W PG—255 feet l 30, 000 5 100, 000 130, 000 







W PC—165 feet : 1 40, 000 40, 000 
WAV P—311 feet 3 90, 000 10 200, 000 290, 000 
WAG B—269 feet 2 40, 000 10, 000 







WAG L—180 feet ? 6 72, 000 72. 000 












Potal....... ‘ 150, 000 30 512, 000 662, 000 
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Mr. Gary. Do the loran stations being taken over from the Air 
Force serve any other purpose than that of the Air Force? 

Admiral RicuMonp. Yes, sir; very definitely. As I indicated this 
morning, we have recently made a survey and we were surprised at the 
amount of coverage from commercial craft. The grand total of obser- 
vations on loran is 185,338 in the Gulf of Mexico, of which 143,102 were 
reported from commercial users—approximately 77.5 percent of the 
observations being by commercial users. 


INTERNATIONAL ICE PATROL 


Mr. Gary. What is the total cost of operating the international 
ice patrol? 

Admiral RicumMonp. It varies from year to year depending upon the 
length of the season and the amount a coverage that we have to give. 
I can put in the record the exact figures over a number of years, but 
I would say for ~ last few years it has been running from $400,000 
to $600,000 a ve 

Mr. Gary. ‘And what other nations share in that cost? 

Admiral RicumMonp. That, too, I would like to put in the record; 
but I will put it this way, all of the leading maritime nations 
England, France, Sweden, Norway, and others. I will put in the 
record the complete list 

Mr. Gary. And also how much do you receive? 

Admiral RicumMonp. Each one has a different percentage to con- 
tribute depending upon its tonnage and, of course, what they pay goes 
into miscellaneous receipts; it does not come back to the Coast Guard, 
you understand. 

Mr. Gary. Will you put in a list of the other nations who share in 
the cost and the percentage they share? 

Admiral RicuMonp. Yes, sir. 

(The information requested is as follows:) 


Nations sharing in cost of international ice patrol 


United | Other 
States share nations 


| | 
Ice patrol season Total cost 


1950 : . | $460, 841 | $160, 293 $300, 548 
1951 . 5 cam eee 231, 139 80, 396 | 150, 743 
1952 : nd : 288, 782 100, 446 | 188, 336 
1953 ; ies rs 298, 514 103, 831 | 194, 683 
1954 Re oa mk ae, ‘i beret 469, 083 163, 159 305, 924 
1955 an oe A : 1 461, 566 |_- 


1 Percentage contributions for 1955 under revision. 


Annual share paid by contributing nations 


Percent Percen 
Belgium ; 
Canada Fe NOON gi, cee ia ek ws i 
Norway 
NOI fee Wee et 4| Sweden 
Great Britain 35 | United States 
Greece 
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SHORE STATIONS 


Mr. Gary. How many of each type of shore station or navigational 
aid listed on page 274 of the justifications were operated in 1953, 1954 
and 1955? 

Admiral Ricumonp. We would like to put the exact figures in the 
record but 1 would say generally almost identical to the list appearing 
on page 254, with the exception, of course, that the number of loran 
stations operated has increased and there has been some cutback of 
lifeboat stations. 

(The following information was supplied later :) 


Number of shore stations operated under activity ‘Shore stations and aids”’ 


Lifeboat stations ! 
ht, light attendant, fog signal, and radio beacon stations 
Loran transmitting stations 
Radio stations 
larine inspection offices and detachments 
Captain of the port offices and port security units 
ternational ice patrol office 
roup offices 


1 Decreasing numbers represent reorganization resulting from redeployment of personnel and facilities. 


SAVINGS FROM SUPPLY OPERATIONS 


Mr. Gary. What savings have been made in the operation of supply 
facilities? 
Admiral RicumMonp. During the year we have es the 


Seattle Supply Depot with the Navy; similarly, in the Great Lakes 
region, we have closed the Cleveland Supply Depot and aul it to 
the Great Lakes Navy Supply De ‘pot where we are operating our 
facility as a part of the Navy operation on their property. We have 
actually closed out the St. Louis Supply Depot also. In addition to 
that we have moved our Jersey City Supply Center into a Navy 
Supply Facility in Brooklyn. 


NUMBER OF MILITARY PERSONNEL 


Mr. Gary. Will you please supply for the record a tabulation of 
the authorized military personnel strength, maximum strength 
achieved and average strength achieved in fiscal years 1950 through 
1955, and estimated for fiscal years 1956 and 1957? 

I believe you have given the current strength. 

Admiral Ricumonp. That is right, sir. 

(The following information was later supplied: ) 
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Vilitary personnel in the Coast Guard 


Average Maximum A verage 

number on board number on 
1uthor- during board dur- 
ized year ing year 


1950 23, 513 
1951 28, 426 
1952 35, 363 
1953 E 35, 639 
1954 33, 857 
1955 28, 744 
1956 (estimated 29, 100 
1957 (estimated 29, 289 


RECRUITING STAFF 


Mr. Gary. And why are vou adding 78 men to the recruiting staff? 

Admiral Ricumonp. At the present time we are just about up to 
strength; but, as {I stated in my ope ning statement, our recruiting 
requirements are relatively low at the present time. However, later 
this year and in the next fiscal year 1957 we are going to have to step 
up recruiting considerably. 

You recall last year when we appeared before the committee we 
were considerably under enlisted strength and we were making a con- 
certed effort at that time to build up our strength. We have accom- 
plished that. At the present time we may even be a few over our 
planned strength; but that condition may not pertain, say, 3, 4 or 5 
months from now when our recruiting requirements will be consider- 
ably stepped up. 

COST PER DISCHARGI 


Mr. Gary. From the table at the bottom of page 279 it appears 
that for each person separated from the service an additional cost 
totaling about $850 occurs. What was the average cost for such items 
in 1954 and 1955? 

Admiral Ricumonp. We will have to insert that in the record. 

The following information was later supplied :) 


rage cost per discharge ine ding rec iting replaceme nf 


1954 $700 | 1956 (estimated 
1955- 71111957 (estimated 


Reenlistment bonus increased by P. L. 506, 83d Congress 
REIMBURSEMENT FOR OPERATION OF LORAN STATIONS 


Mr. Canrietp. Admiral, would vou be good enough at this pom 
to make it clear just what the money charges are to the Air Force and 
the Coast Guard in our loran setup? 

Admiral RicumMonp. At the present time, Mr. Canfield, the Air 
Force is reimbursing the Coast Guard =) the operation of three loran 
stations in the gulf area. However, it is planned to terminate that 
at the end of this vear and pick up the ie rating cost of those stations 
out of the appropriation now under consideration. 

In the past, the only other money that the Air Force in itself has 
contributed to the loran program was the residue of construction funds 
necessary for the completion of the “Dopi” project stations 2 vears ago 
when it was decided that should be financed in that way. For this 
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year, the Navy is contributing the acquisition and construction costs 
of the seven stations referred to. Specifically, for 1956, the Air Force 
is contributing $200,000 for the operation of the 3 stations. In 
addition to paying for operation, my recollection is, the $200,000 
included the replacement of some of the original equipment. 








COST OF OPERATING VESSEL ‘‘COURIER”’ 








Mr. CANFIELD. In the request before us there is no item for loran 
construction costs? 

Admiral RicumMonp. There is nothing for construction costs. 

Mr. Canrrecp. Admiral, the Courier is a Coast Guard cutter now 
performing a service for the State Department under its so-called 
Voice of America program; is that not so? 

Admiral RicumMonp. Yes, sir. It is not strictly speaking a cutter 
in any technical sense of the word; it was a vessel acquired by the 
Voice of America program and turned over to the Coast Guard for 
operation. 

Mr. Canrietp. Where is that operating now? 

Admiral RicumMonp. Out of Rhodes, Greece. 

Mr. Canrigip. And insofar as the costs incident to that program 
are concerned, the picture is what? 

Admiral RicumMonp. All direct costs are reimbursed to the Coast 
Guard by the United States Information Agency. 

Mr. Canriptp. Was there not some talk a year or so ago about 
the State Department having another ship in this operation? 

Admiral RicuMonp. There was, sir. Asa matter of fact, when the 
program first started the original plans were talked of in terms of six 
vessels. I think over the years that has been modified and on several 
occasions they have indicated they might want to operate another 
one; but we have heard nothing concerning that in the last vear. 

Mr. Canrietp. How many officers and men serve on that vessel? 

Admiral Ricumonp. I would like to correct this, but approximately 
10 officers and eighty-some men. 

Captain ArrinGcron. 110 officers and men. 
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Mr. Canrittp. Admiral, I believe the schooling and training pro- 
eram of the Coast Guard is embraced under this item? 

Admiral RicumMonp. That is correct. 

Mr. Canrietp. Will you be good enough at this point, then, to tell 
the subcommittee what you think we should be told regarding the 
program at New London and any problems that may be incident 
thereto? 

Admiral RicuHMonp. Well, the Academy is continuing at the same 
size and strength, approximately, that we have maintained for the 
past few years. We have the usual problems of getting the young 
men we would like to have—young men who want to make a career 
of the Coast Guard—to take the examination for the Academy. It 
would appear for this year that the number who will apply will be 
approximately that of ‘last year which was, roughly, 1,600 applica- 
tions of which, I think, 1,309 were authorized to compete; 1,136 
actually competed and 438 passed the examination and, of this, 
























312 


257 were tendered appointments and 230 accepted and reported to 
the Academy. 

We have this year attempted to reach more boys and, as [ said, 
get boys who were interested in making the service a career, to take 
the examination. We have done that in several ways. We have 
appealed to the guidance counselors, even going to the extent last 
spring of taking a number of them to the Academy from the Midwest 
with the hope that by seeing the Academy and being interested in 
what we are attempting to do, they would in turn do some work 
for us in lining up boys for the Coast Guard Academy. 

Also this summer we inaugurated a new program. We appealed to 
the Coast Guard Auxiliary and Coast Guard League, which are purely 
voluntary organizations, to send to the Academy juniors from high 
school. Seventy-seven actually went up there for 3 or 4 days. We 
tried to show them what the service does, not only with ie ‘idea the 
boys who came might be prospective cadets, but also with the idea 
that the best salesman you can have is a boy who is in high school 
dealing with his fellow schoolmates. 

It is a little too early to evaluate the results of that, but we are 
rather hopeful that will be a growing program. We are going to 
continue it again this summer. 

As I indicate in my statement, we are still troubled quite a bit by 
the fact that many of our regular officers after completing their 
obligated service, if you want to call it that, or at least completing 
their first 3 or 4 vears, are handing in their resignations. It is re- 
grettable, but we are not the only service where that is true. I think 
all of the other services have the same problem. It is unfortunate, 
but that is why we are going to emphasize trying to get boys to come 
to the Academy who, as I said, are interested in making the Coast 
Guard a career and not merely coming there because it offers an 
opportunity for appointment to a Government academy and an edu- 
cation at Government expense. 

Mr. Canrietp. At this time, how far short is the Coast Guard 
Academy at New London, Conn., from its authorized complement? 

Admiral RicumMonp. The Academy is not short; I do not want to 
give that idea. We are handling at the Academy all of the cadets 
that we need at the present time because, of course, the Academy is 
not our only source of officers. In addition to the Academy, to meet 
the expansion that we had in 1950 and 1951 for the port security 
program and to continue replacements for that program, we are con- 
tinuing the officer candidate school where we take college graduates 
and give them a 4-months’ indoctrination course and then a commis- 
sion in the Reserve. That is being run, of course, on a reduced scale 
to what it was several years ago but generally speaking we are manag- 
ing to make our quotas for that, although some classes have fallen a 
little short of the number we have wanted for a particular class. 

Mr. Canrretp. When you say the facilities at New London are 
also employed for the military and professional training of Coast 
Guard officers newly commissioned from the merchant marine, you 
mean just what? 

Admiral RicomMonp. One source of officer material for the Coast 
Guard is those officers who have had merchant-marine experience. 
We feel that the officer corps of the Service should be well balanced 
with officers drawn not only from the Academy, but from our Reserve 
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and from our ranks and, since we regulate and control the shipping 
industry, we should have officers who have had experience in the mer- 
chant marine. So we have had for the past number of years a policy 
of annually trying to bring in a certain number of relatively experi- 
enced merchant-marine officers to accept permanent appointment in 
the Coast Guard. I regret to say that program has not been as 
suecessful as we had hoped for. We atte mpted to get about 25 to 30 
annually. Actually we have never achieved our goal. The idea is, 
of course, that these officers will eventually replace officers who are 
primarily now concerned with the merchant marine safety inspection 
work of the Coast Guard. 

Mr. CANFreLD. Speaking of the merchant marine, who is now in 
charge of the Merchant Marine Inspection Service? 

Admiral RrcumMonp. Admiral Shepheard is the senior officer in the 
Office of Maritime Safety; but I regret to say that as of next week he 
will retire and, quite fri ankly, it will be a very serious loss to the Coast 
Guard when he does retire, because he has had vears of experience and 
knows the shipping industry very well. He will be a difficult man to 
replace. 

Mr. Ca NFIELD. [ can understand your statement, Admiral. 

Admiral Shepheard has always impressed this committee and I have 

ead in the press, notably the New York metropolitan press, in recent 

ays many encomiums directed in his behalf, 

Discussion off the record.) 

Admiral Ricumonp. As I said, you cannot replace 30 years of 
outstanding service in this field, and furthermore Admiral Shepheard 
is not only respected but very well liked by the snepyeng people. 
As an evidence of that, between 1,000 and 1,200 are gathering in 
New York this week to give him a testimonial dinner. j think that 
in itself is the finest testimonial one can have. 

Mr. Canriexp. Is he becoming associated with private enterprise 
in some way? 

Admiral Ricumonp. I think he will sometime after retirement, but 
I am pretty sure he has no definite plans at the present time. 


PORT SECURITY PROGRAM 


Mr. Canrieitp. Last year there were some increases in your 
port-security program. Is there any increase contemplated under 
this budget? 

Admiral Ricumonp. No, there is no increase contemplated under 
this budget. 

Mr. CANFIELD. It is continuing as is? 

Admiral Ricumonp. It is continuing as is. As I mentioned, we 
may have to curtail the program insofar as the screening is concerned 
if this decision in the case of Parker v. Lester stands, because it does 
not appear to us practical to continue to screen personnel—or let 
us put it this way, it would be practical to screen them but it would 
have no effect if that decision is maintained. 

Mr. Canriseup, The crux of that decision is what? 

Admiral Ricumonp. The crux of that decision is that in these 
cases where seamen are screened off of merchant vessels as security 
risks based upon information—that is the present system—they are 
entitled to be informed of the source material plus probably, although 
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this is not spelled out, the right of confrontation. It will not be 
practical to disclose the source information. In the first place, the 
source information is rarely in the hands of the Coast Guard. We 
obtain it from other agencies and the other agencies will not make 
that information available for disclosure. 

Mr. CanFisxp. Is the Government going to appeal that case? 

Admiral RicHmMonp. It is under discussion. We have asked that 
certiorari be applied for but whether it will be or not I cannot answer, 
sir. The latest development is that last week Justice Douglas granted 
an extension of 60 days to permit decision. 


USE OF HELICOPTERS 


Mr. Canrietp. Admiral, I know that the city of New York is now 
employing the use of helicopters in connection with police work, and 
also I understand what you might term sea-air rescue operations. 
Are many cities of our country now equipped with helicopters for 
such work? 

Admiral Ricumonp. | am not sure, but I think New York is the 
only one. 

Mr. CanFie tp. Does it cooperate with the Coast Guard when calls 
are made? 

Admiral Ricumonp. I am quite sure that they do. The relation- 
ship between the Coast Guard and the city of New York generally is 
very fine and I have heard of no conflict of interest, and so I would 
say yes, definitely. 


ALEXANDER HAMILTON'S RELATIONSHIP WITH PHI COAST GUARD 


Mr. Canrieip. At this point, Admiral Richmond, I desire to thank 
you and your staff for sending me recently a requested article on the 
story of Alexander Hamilton and his relationship with the Coast 
Guard of the United States. I have been prone to say in many public 
utterances that the first Secretary of the Treasury, Mr. Hamilton, 
who had so much to do with the founding and naming of my home 
city of Paterson, N. .J., also founded the revenue cutter service which 
was the forerunner of the Coast Guard. [ am glad to have the 
confirmation of your efficient office of that fact and it pleased me no 
end to learn a few weeks ago that the civilian to whom von delegated 
the task of writing a article happens to be a Paterson constituent 
of mine, which was very appropriate, and [ want to thank you for 
that data. 


se 


OPERATION OF VESSEL “COURIER” 

Mr. Gary. Admiral, Mr. Canfield asked about the Courier. 

Admiral Ricumonp. Yes. 

Mr. Gary. What is the future prospect of that service you are 
rendering? 

Admiral Ricumonp. I do not know that I can give you a definite 
answer. The Information Agency has not indicated that they have 
any plans for discontinuing the service. Therefore we have gone on 
the assumption that it would continue as long as required. 

From what I have been able to learn about the use of the Courier, 
it has been most successful for the Information Agency as a mobile 
base for Voice of America broadcasts, or rather in rebroadcasting. 
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It is actually more of a booster station than an original transmitting 
station, particularly to the Near East, as was the original plan. But 
ee it has been most cademaiaie; in transmitting information 
to the Near East. I have been told that all through Iran and Iraq 
where aoa of the people do not even know how to read but where 
their method of gathering information is to gather at a coffee house 
or village restaurant in the evening, the broadeast from the Courier 
has become almost a right of the people; and I feel if there is any 
merit to selling vour story to those people it is serving a very valuable 
purpose, but that is something the Information people would be 
better able to answer. 
Mr. Gary. Off the record. 
(Discussion off the record.) 
Mr. Gary. When that station was started they contemplated 
several others, did they not? 
Admiral RicumMonp. When they first came to discuss it with us they 
talked in terms of 6 stations. 
Mr. Gary. Has that idea been entirely abandoned now so far as 
vou know? 
Admiral RicHmMonp. As you know, the Information Agency has 
‘hanged management a couple times, and I would say ves. 
\Ir. Gary. There is no more discussion of it, at least? 
Admiral RicumMonp. Not with us. 
Discussion off the record.) 
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\Ir. James. The question I had in mind, and it is the only one | 
have in mind, is how do enlisted men in the Coast Guard proceed to 
a2 commission in the Coast Guard? 

Admiral Ricumonp. Generally speaking, of course, any young man 

who has ability will go through the ratings. Probably it would be 
rather difficult for an enlisted man to go directly from a nonrated 
position, or even one of the upper rates, to a commission, although it 
is not impossible. Usually what happens is that a man who has 
onsiderable ability will go from a rated position to a warrant or chief 
warrant status and thus put himself in line for a commission. How- 
ever, we also at the present time will take applications from anyone 
for this OCS training for a commission, and he would go through that 
training at the Academy. Of course he has to demonstrate both 
that he meets certain educational aauiatenas as well as being an 
able individual himself. 

Mr. James. Does that correspond with the program that seems to 
prevail in the Army and National Guard where a commanding officer 
can recommend an outstanding young man for consideration on what 
- ‘y call, I believe, the President’s list, for appointment to West Point 

wv Annapolis? 

Admiral RicHMoNb. Anyone in the service who has the qualifica- 
tions and is not barred agewise is eligible to go to the Coast Guard 
Academy. The difference between the Coast Guard Academy and 
West Point and Annapolis is that ours is a competitive examination 
whereas West Point and Annapolis are appointments. We try to 
encourage as many enlisted young men as possible to take the cadet 
examination, and in fact favor, as much as we can in a competitive 
examination, adaptability in that examination. 
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Mr. James. Then a likely young fellow enlisting in the Coast Guard 
might have the prospect of getting an appointment from the enlisted 
rank to the Coast Guard Academy? 

Admiral RicumMonp. Oh, ves. We encourage it. 

Mr. Jamus. Is that not a source of many of the cadets? 

Admiral Ricumonp. Unfortunately, no. In each class we do not 
get more than 10o0r11. Most of our applications come now from high- 
school students who are finishing up their senior year of high school, 
and a small proportion from boys who have had maybe a year or so 
at college. 

Mr. James. Do you feel vou get a sufficient number of applications 
for cadetships? 

Admiral Ricumonp. That is a hard question to answer, Mr. James. 
I would rather have a smaller number of people that I felt honestly 
wanted to make a career in the Coast Guard than a large number of 
people who are just looking for an education. I would say, analyzing 
the last several vears, we probably would get a better list of applicants 
if we could raise our present number of applications, say from 1,600 
to 2,500 or 3,000. I would like to pick from that list. On the other 
Baca you can go to the other extreme. In 1951 we had 6,000 ap- 
plications. I hope all who applied really wanted a career in the Coast 
Guard, but I doubt that they did. The diffic ultv is when you get a 
large list like that those with the intellectual ability to get by the 
examination may not have the sincere purpose of making the Coast 
Guard a career. 

Mr. James. I am interested in that because I have wondered if 
vou glamorized this career enough to make it attractive to the young 
people. I say that because I very rarely hear, up where I live, of 
any young fellows desirous of getting into the Coast Guard. 

Admiral Ricumonp. It has been a matter of building up over the 
vears. We try to do just what you suggest. We appeal, as you 
know to each Member of Congress to interest young men in his 
district. I recognize not every Member of Congress can become for 
his district a source of information to all the young men, but we do 
send annually to every Member of Congress supplies of the booklet, 
Career for Tomorrow, and we attempt to get into the high schools by 
sending young officers around a reasonable time before the examina- 
tions. As I indicated, this vear we tried this Bovs’ Week idea, and 
we are making a sincere effort to get to the guidance centers. 

Recently I talked to a man in the field of education and he made a 
suggestion I have been mulling over, and that is perhaps going farther 
down the line and attempting to get to the junior high schools and 
sell them before they go to high school. 

We are finding that even with the boys that we are getting at the 
Academy, ome are having a terrible time to in up with the stand- 
ards at the Coast Guard Academy academically. [ may be wrong, 
but I suspect it is the fault of the modern high schools to some extent. 
I think when a young man goes to high school today if he knows what 
he is going to do, I think the modern high school can do everything 
we expect of it. But I am afraid by and large, particularly in the 
large high schools, the program is geared to the average rather than 
to those that cannot keep up. So what is happening is that we get a 
great many failures in mathematics at the Academy. 

The Coast Guard Academy is established to train Coast Guard 
officers. However, we are a recognized school. We are recognized 
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as an engineering school, and we have to keep up our standards. The 
Coast Guard Academy is the only one of the service academies that 
cives a bachelor of science degree in engineering. Others give bachelor 
of science degrees but not in engineering. 

College education has come to the point where a 4-year course is 
almost a thing of the past, at least in engineering. Some schools are 
coming to a 5-year course and those that have not almost invariably 
have a summer course. We have been able to break even up to the 
present time largely because we have the cadets under rather strict 
regimentation during the scholastic year and probably for a longer 
period, but it is touch and go whether we can continue as we have. 

But it troubles me a great deal to take in these boys and then find 
that they cannot keep up the work, and particularly in the sciences, 
mathe meio and physics. 

Mr. Canrientp. Will my colleague yield? 

Mr. Jamus. Yes. 

Mir. Canrietp. I think it might be well at this point in the record 
to show that the admiral speaks with a real degree of authority and 
background. Not only was he a graduate of the Acade my at New 
London magna cum laude but he was a professor there many years. 


RECRUITING OF CADETS 


Mr. Gary. It was my privilege last year to serve on the Congres- 
sional Board of Visitors to the Coast Guard Academy and I visited the 
Academy. They have a very excellent school and are doing a fine 
job. I would like to ask the admiral one question: Have you given 
any consideration at all to the polic, vy that the Air Force has adopted 
with reference to recruiting cadets? 

Admiral Ricumonp. Frankly, I will have to show my ignorance. 
I am not sure I know what the policy is that you speak of. 

Mr. Gary. So far as the Military Academy and the Naval Academy 
are concerned, the Congressmen make the appointments. I do not 
know what the permanent policy of the Air Force Academy will be, 
but it started with a class of about 300, and obviously they could not 
give every Congressman a right to make an appointment, so they 
gave every Congressman the privilege of nominating 10 men to take 
the examinations; then the Air Foree, out of the number that were 
nominated, selec ‘ted the cadets for the Academy. It occurred to me 
that might be a means of stimulating interest in the Coast Guard 
Academy. I know very frequently people write to me and want to 
vo to the Military or Naval Academy, and I say, “I have no vacancy 
there, but I can put you on my Air Force list.” It might be an ad- 
vantage to have the Congressmen make recommendations in that 
respect. 

Admiral RicumMonp. Of course in sending our information to each 
Congressman with a covering letter, we hoped, without actually put- 
ting a limitation on how many, that is what the Congressman would 
do. 

Answering your question, we have not as yet given any considera 
tion along the line vou suggest, but we cert: ainly will. I do not eum 
if that would he ‘Ip in our situation. 

Mr. Gary. I do not either, but it is worth thinking of. I know | 
have a great many applications for the Air Force Academy, and | 
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have filled my quota each time. | have had more than 10 people to 
ask me and I have sent in 10 recommendations. Off the record. 

(Discussion off the record.) 

Mr. Gary. What I am getting at is, the Members of Congress now 
feel no responsibility toward the Coast Guard Academy at all, but if 
you put it up to them to nominate 10 men, they might feel some re- 
sponsibility. It might be the means of enlisting the interest of the 
Congressmen and getting them to nominate suitable candidates from 
their district. 

Mr. CANFIELD. It seems to me the present svstem of naming candi- 
dates to the Air Force Academy does assure (1) congressional interest: 
and (2) geographical distribution, which T believe the Coast Guard 
does not have. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. I am not certain that would be ood for the Coast 
Guard because the boys in some of the interior States may nol be 
interested in the Coast Guard. They are not as familiar with the sea 
as bovs in the coastal States, whereas the Air Foree Academy is differ- 
ent in that respect. | think it would be well if vou could get the 
Congressmen to participate generally, but my thought was to stimulate 
interest and to give vou some leads. 

Mr. James. That is what I was driving at. I do not recall receiving 
anything from the Coast Guard that stimulated me to take interest 
in it. It may have gone to my office, but if it did I do not recall 
seeing it. 

Admiral Ricumonp. Maybe vou have too efficient a secretary, Tam 
sure we sent it to vou. 

Mr. James. After this hearing I will try to interest some young 
men from my district in the Coast Guard. I have now a new slant 
on what the Coast Guard is and | think it is a great career, and | 
certainly intend to make known to the youngsters in the schools in 
my district that it is an opportunity to trv for a career, 

Mr. Gary. Admiral, in addition the Air Force Academy furnishes 
each member with a form, a separate form for each man. Just as you 
say, some secretaries are apt to throw a letter away, but when it comes 
with a form to be returned, it is apt to get to the Congressman. 

Mr. Canrrevp. In all fairness, not only do the headquarters send 
to the Congressmen these brochures and letters, but they send them 
press releases ready to be sent to the newspapers. 

Mr. Gary. My comment was not intended as a criticism at all, 
J just made that suggestion. 

Admiral Ricumonp. A large number of people who take our exam- 
inations have several other angles or several other irons in the fire. 
They may be seeking an appointment to the Naval Academy or West 
Point or the Air Force Academy. We may offer them an appointment 
and in some cases they have even accepted an appointment and have 
come to the Aeademy and then left within hours after arriving. 1 
know of no way to beat that. We cannot ask them not to compete 
otherwise. In some cases we have had bovs who have had other 
appointments offered to them and still stayed with the Coast Guard. 
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AcQuisITION, CONSTRUCTION, AND IMPROVEMENTS 


gram by activities: 
1. Vessels 
2. Aviation facilities 


Program and financing 


1955 


$ 


Shore stations and navigational aids 


4 Repair and supply facilities 


Training and recruiting 


Loran to meet Department of Defense requirements 


Total obligations 
nancing: 


Unobligated balance brought forward 
Unobligated balance carried forward 


Appropriation (adjusted) 


Object classification 


COAST Gt 


ARD 


Obligations by objects 


time equivalent of temporary positions 


rage number of all employees 


er of employees at 
Personal services 

ivel 
lransportation of things 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment 
Lands and structures 
axes and assessments 


lotal, Coast Guard 
ALLOCATION 


Equipment 


ALLOCATION TO DEPARTMENT OF 


Lands and structures 


Potal obligations 


end of year 


TO DEPARTMENT OF 


Positions other than permanent 


THE NAV‘ 


THE ARM 


ictual 


4,117, 722 
1, 241, 797 
844, 751 
617, 753 
61, 002 
1, 002, 974 


7, 885, 999 


7, 587, 937 
4, 771, 938 


5, 070, 000 


1955 actual 


$92, 654 
24, 386 
11, 700 
174 
108 

778 
1, 521, 168 
245, 422 

2, 420, 484 
B58, 096 

837 


5, 175, 807 


737, 606 


7, 885, 999 


1956 estimate | 1957 estimate 


$82, 077 
, 668, 615 
, 652, 476 

123, 609 

26, 003 

219, 158 


$450, 
5, 852, 


996, 


202 


, 771, 938 | 7, 500, 


, 938 


, 000, 000 


1956 estimate 


1957 estima 


I 
OR 
2K 


$132, 600 
13, 700 
3, OOO 


, 000 
992 

, 560 

, 208 a 
850 


14, 400 
530, 000 
264, 050 

S50 
, 060 


Yob 


OOO 
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Budget authorizations, expenditures and balances 


1955 actual | 1956 estimate | 1957 estimat 


BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation $7, 000, 000 $7, 000, 000 $7, 500, 0 
Transferred to 
‘‘Salaries and expenses, United States Secret Service’’ 
(68 Stat. 800 200, 000 
“‘Operating expenses, Coast Guard”’ (69 Stat. 28 , 100, 00 


‘*Retired pay, Coast Guard”’ (69 Stat. 28 584. 000 
‘*Reserve training, Coast Guard’’ (69 Stat. 28 46, OOO 
Adjusted appropriation 5, 070, 000 7, 000, 000 7, 500 
Balance brought forward 
Unobligated 7, 587, 937 4, 771, 938 
Obligated 11, 384, 078 4, 137, 279 1, 909, 2 
otal budget authorizations available 24, 042, 015 15, 909, 217 9, 409, 2 


EXPENDITURES AND BALANCES 


Expenditures 





Out of current authorizations - | e = f 5, 090, 783 6, QAt ‘ 
f 15, 132, 798 > 

Out of prior authorizatior j | 8, 909, 217 1, 909, 2 

Total expenditures 15, 132, 798 14, 000, 000 SHO, 0 
Balances carried forward 

{ ligated 4.771, 938 

Obligated 4,137, 279 1, 909, 217 549, 2 
lotal expenditures and balance 24, 042, 015 15, 909, 217 9, 409, ° 


SUMMARY JUSTIFICATION DATA 


Mr. Gary. The next item is “Acquisition, construction, and 
improvements,” and we will insert pages 290 and 291 of the justi- 
fications at this point in the record. 

(The matter referred to follows:) 


Analysis of appropriation base foi fiscal year 195? 


fegular appropriation, 1956 act $7, 000, 000 
Supplemental appropriation for 1956 


Total appropriation, 1956 : : 1 7, 000, 000 
Deductions: 
Nonrecurring 1957 projects: 


Activity No. 1. Vessels $50, 000 
Activity No. 2. Aviation facilities 6, 100, 000 
Activity No. 3. Shore stations and navigation 

aids 765, 000 
Activity No. 4. Repair and supply facilities 85, 000 


, 000, OOO 


Adj istinent in base (net 


Appropriation base for 1957 


Increase over appropriation base for 1957 7, 500, 000 
Appropriation estimate for 1957 7, 500, 000 


Increase or decrease from total appropriation, 


1956_- 500, 000 


1 No supplemental is anticipated for 1956 to cover the cost of authorized civilian pay increase 
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Comparison of appropriation base with appropriation estimate for 1957 


it Appropriation base Appropriation esti- 


icrease or d ease 
for 1057 mate for 1957 Increase or decrease 


Activity - ai 


A verage ‘ Average A verag 
. Amount Amount si Amount 
positions positions positions 
Vessels — $450, 000 an $450, 000 
Aviation facilities 5.5 5, 852, OOO 5.5 5, 852, 000 
Shore stations and navigation 
1ids 18.5 996, 000 18.5 996, 000 
4. Training and recruiting facilities 1.9 202, 000 1.9 202, OOO 
Total 28. 0 7, 500, 000 28.0 7, 500, 000 
Adjustment in base (net) 26 0 $7. 000, 000 28. 0) 7, 000, 000 
Total appropriation 1956, and 
ippropriation estimate for 
1957 2s 0 7. 000, 000 28 0 7, 500, 000 500. 000 


s GENERAL STATEMENT 


The funds requested under this appropriation title represent capital investment 
for the acquisition or construction of new or replacement Coast Guard operating 
facilities, or the improvement of existing facilities. The programs planned for 
1957 are for a few of the most urgent projects on existing schedules, and were 
selected on the basis that they complied with one of the following rules: (a) protect 
present investment, (6) remedy a dangerous condition which presently exists, 
c) produce substantial savings, or (d) essential to a positive operational require- 
ment. The amount is considerably below that required for known replacement 


needs. 
| The funds requested for utilization against 1957 programs are to remain avail- 
LC able for expenditure until the specific projects are*completed. 
1955 appro- 1956 esti- 1957 esti- 
priation mate mite 
I. Vessels $3, 750, 000 $50, 000 $450. 000 
II. Aviation facilities 2, 320, OOO 6, 100, 000 SA2, OOO 
1) II]. Shore stations and navigation aids 557, 000 765, 000 106, OOO 
IV. Repair and supply facilities 373, 000 85, 000 0 
\V. Training and recruiting facilities 0 0 202, 000 
VI. Loran to meet Department of Defense requirements 0 0 0 
\() rransfers to other accounts 1, 930, 000 0 0 
Adjusted appropriation or estimate 5, 070, 000 7, 000, 000 7, 500, 000 


Mr. Gary. Admiral Richmond, it appears from this table that vour 
appropriation for this item for 1956 was $7 million. You are asking 
for $7,500,000 for 1957, which is an increase of $500,000. 

You stated in your opening remarks in general what you are plan- 
ning in this program for fiscal year 1957. Will you just give us a 
brief statement at this point? 

0 Admiral RicumMonp. Well, as the chairman and the committee 
knows, this is a capital investment program and, therefore, the total 
represents the addition of the amounts required for the various items. 


yt) 


00 VESSELS 


Under “Vessels”? we are planning to replace a 100-foot buoy tender 
which was originally built in 1916, I think, and it has to all intents 
and purposes served its useful life. It will be necessary, if it is kept 
In Operation, to modify it at considerable expense and the hull and 
machinery do not justify that. It just would not be an economical 
proposition. It is purely a replacement matter. 
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Mr. Gary. You have completed your program for the 40-foot 
boats? 

Admiral Ricnmonp. Yes, and also the 95-footers. However, we 
have for Navy account and foreign account received orders for more 
95-footers, which are being built at the yard. We are building three 
at the request of the Navy for the military defense assistance program. 

Mr. Gary. But you are not building any for yourself at the present 
time? 

Admiral RicumMonp. We are not building any for ourselves. As 
the committee knows, our 83-footers which the 95-footers will eventu- 
ally replace are each vear getting older and older and more expensive 
to maintain, but there is no program included herein. 


AVIATION FACILITIES 


Under “Aviation facilities,”’ as I indicated in my opening statement, 
we are requesting funds for two more long-range offshore planes. 
This will put the total number to 13, I believe. 

Mr. Gary. How much do they cost? 

Admiral RicumMonp. You understand it varies. I would say 
$2 million. 

Mr. Gary. Apiece? 

Admiral Ricumonp. In round figures, $2 million apiece. 

In addition we are requesting eight HO4S helicopters, the large 
search and rescue helicopters. 

In addition, under ‘‘Aviation facilities’? we have included an item 
of $300,000 for replacement of the seaplane ramp at San Diego. 
That is necessary because with the acquisition of the P5M seaplanes, 
which are heavier planes than those we are operating now, the present 
ramp is not adequate to operate the P5M’s in that area. 


SHORE STATIONS AND NAVIGATIONAL AIDS 


Under ‘Shore stations and navigation gids’ we are requesting 
$400,000 for the purpose of marking aids that are destroyed or 
required by virtue of work of the Corps of Engineers. 

On page 298 there appears a list of the amounts spent from 1949 
through 1955 on this type of project. 

As you will see, $400,000 is roughly an average. 

Mr. Gary. You referred to the table at the bottom of page 298. 

Admiral RicHMoNp. Yes, sir; page 298. 

Mr. Gary. I think we might insert that in the record at this point. 

(The matter referred to is as follows:) 


Ill. SHORE STATIONS AND NAVIGATIONAL AIDS 


(a) Establish aids to navigation to mark miscellaneous scheduled Corps of 
Engineers improvements and miscellaneous urgent aids to navigation, $400,000. 

This project provides for the establishment of, and changes to, aids to naviga- 
tion concurrently with the accomplishment of river and harbor improvements 
by the Corps of Engineers to provide for safe navigation. 

Provision is also made for the establishment of miscellaneous aids to maritime 
navigation to serve the needs of commerce of the United States by marking 
anchorage, danger, and other special or restricted areas established by proper 
authority, as provided by law; by marking changes in channels, harbors, and 
other waterways resulting from the action of currents, tides, storms, and other 
acts of God; by improving the existing system of aids as it becomes inadequate, 
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due to increased vessel traffic or to changes in type, class, araft, or speed of vessels 
using the waterways; and where the urgency precludes, or the relatively small 
cost does not warrant budgeting for them as individual projects. 

Under this heading, obligations in past years have been as follows: 

Fiscal year: Fiscal year—Continued 
946 _.. $419, 664 95: 350, 544 
1950... ... _ 332, 438 95: 92, 708 
1951__ 3 240, 130 955__- 5, 927 
1952 461, 766 956 (estimated) 974, 072 

Admiral Ricumonp. Then under ‘‘Aids to navigation” that we can 
anticipate it includes $187,000 for improvements on the Columbia 
River on both sides of The Dalles Dam. That is 9 lighted shore 
structures, and 19 unlighted buoys, and 5 unlighted day beacons to 
mark approximately 35 miles of the river that will be improved. 

We are also requesting aids to navigation on the Apalachicola River 
in the amount of $115,000, and on the Tombigbee River in Alabama, 
$50,000. 

Also under ‘shore stations’? we are asking for $120,000 for the 
improvement of the boat basin and buildings at the Muskegon Mich., 
lifeboat station. 

The present boathouse and launchway is inadequate, and what is 
planned here is to make a mooring basin and do away with the old 
system of hauling out the boats. 


sc 


IMPROVEMENTS AT COAST GUARD ACADEMY 


Also under “Shore stations and navigational aids,” as indicated 
this morning, we are asking for $35 000° for family quarters for the 
Commandant of the Coast Guard, and $89,000 for family quarters 
at Cape Arago light station and, finally, an item of $202,000 for the 
installation of new boilers at the Academy. 

The chairman will recall that last year that matter was discussed 
with the Board of Visitors in detail. 

We have at the present time two plants at the Academy, one, of 
course, being the plant originally installed to support the basic school, 
and the other plant is one which was installed during the war for the 
Reserve officer training school, which is located on the Academy 
grounds. The two have been cross-connected, but they are both 
coal-fired. 

It is necessary a large proportion of the year to run both plants for 
at least 5 to 7 months of the year, and it is planned to do away with 
the coal plant and put in oil-fired burners. 

With the resultant saving which will be effected in manpower I 
believe over a period of years that this will be a self-amortizing 
project. 

Mr. Gary. The Board of Visitors recommended this, as well 
some other improvements up there, did they not? 

Admiral RicumMonp. Yes, sir. 

One of the things that the Board of Visitors was particularly in- 
terested in was lighting for the cadets themselves, but that has been 
taken care of and absorbed in the regular maintenance of the 
Academy. It was not a major item. 

Mr. Gary. You really need a new permanent dormitory there. 

Admiral Ricumonp. Yes, sir, that is quite correct. 

Mr. Gary. You are not ‘asking for that, however, at this time? 
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Admiral Ricumonp. No, that is not included here. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. In connection with replacing family quarters on the 
island on which Cape Arago Light Station is situated, is the light 
station itself in danger? 

Admiral Ricumonp. No sir, it is not involved. 

Mr. Canrietp. Mr. Chairman, I have one question that I will 
propound at this time. Probably it should have been directed to 
the admiral when we were discussing operating expenses. 


MONMOUTH BEACH LIFEBOAT STATION, N. J. 


Admiral, our colleague from New Jersey, Congressman Auchincloss, 
who is very Coast Guard minded, has asked me to talk to you about 
the Monmouth Beach Lifeboat Station in his district. 

As I recall that station was cut out after some cuts were imposed 
upon the Coast Guard back around 1949, and it was later reinstated. 
He insists it is a very necessary and a very important activity in that 
area, and I have been noting in recent weeks in the large State papers 
of New Jersey considerable newspaper and editorial comment. in 
behalf of the maintenance of that station. Will you be good enough 
to tell me the status of that station? 

Admiral RicumMonp. Yes, sir. First, insofar as that particular 
station is concerned, no decision has been made. 

As I indicated in my statement, we started last summer a survey of 
all of the Coast Guard activities and facilities with the idea of elimi- 
nating any that were no longer necessary and combining facilities 
together, that would serve equally well and give greater efficienc y of 
operation. 

We created a board following the same general pattern that we had 
followed 5 years ago when we had a similar board. 

| think it is necessary periodically to review your facilities to find 
out whether all of them are actually serving the purpose for which 
they were designed, and whether there are new requirements. 

It is true that that board sat in the third district and the Mon- 
mouth Lifeboat Station was one of those that was questioned. 

The board, however, has not made a recommendation, nor have I 
rendered any decision on the matter. As a matter of fact, the board 
is presently now only in the seventh district. 

Admiral Hirsurietp. Right now they are in Florida. 

Admiral RicumMonp. They started in the first district and they 
keep moving down the coast. Next month or the month after thev 
will go to the west coast to cover these facilities, and it is too early 
vet to even guess what the results of that board’s surveys will be, but 
essentially, all it is is an evaluation of the requirements of the Coast 
Guard, and whether we are getting proper efficiency out of the 
facilities of the Coast Guard. 

Mr. Canrietp. The final decision, when made, will be made here 
at headquarters? 

Admiral Ricumonp. Yes, sir; the final decision will be made here 
at headquarters, and I might say that no decision will be made con- 
cerning any unit in any Congressman’s district without the Congress- 
man being fully advised of the decisions and the reasons therefor. 


or 
ge 
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ELIMINATION OF LIGHTSHIPS 


Mr. Canrievp. I have one further question, which is inspired by 
what vou said here about this matter at Monmouth Beach. When 
you eliminate lightships—and I believe you are eliminating two this 
vear? 

Admiral RicuHMonp. During this year. 

Mr. CanFretp. During this year? 

Admiral RicumMonp. Yes. 

Mr. CANFIELD. When you do that what are the factors considered? 
| ask that question wondering in my own mind what the substitute is 
for such an activity? 

Admiral RicumMonp. Well, in 1 of the 2 cases of the lightships we 
substituted for it a shore-based light which is, of course, cheaper and 
easier tO maintain than a lightship. In the other case, after evaluat- 
ing the situation it was determined that there was no longer a require- 
ment there, that the commerce there did not require that. My rec- 
ollection in that case is that we substituted a buoy, feeling that the 
commerce could be adequately served by a large buoy, which is more 
economical than a lightship. 


ReEetTIRED Pay 


Program and financing 


55 actual 1956 estimate 


ram by activities: 
Enlisted men $8, 431, 783 $10, 192, 865 $10, 948, 207 
Commissioned officers . 163, 271 9, 495, 857 10, 092, 260 
Chief warrant and warrant officers 2, 474, 350 2, 967, 540 3, 138, 197 
Former lighthouse service , 376, 027 1, 346, 180 1, 318, 480 
Former lifesaving service 24, 935 19, 101 16, 045 
Reserve personnel 26, 436 33, 417 41,771 
survivors’ benefits —144, 423 -154, 960 — 154, 960 


1 


Potal obligations 352, 379 23, 900, 000 25, 400, 000 


Appropriation (adjusted) - . = 352, 379 23, 900, 000 25, 400, 000 


Obligations by objects 


12 Pensions, annuities, and insurance claims: 
1955 a3 $20, 352, 379 
1956 ; 23, 900. 000 
1957 25, 400, 000 


Budget authorizations, expenditures and balances 
1955 actual | 1956 estimate 


BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation 775. 000 $23, 900, 000 $25, 400, 000 
ferred from 
“Operating expenses, Coast Guard”’ (68 Stat. 800 80, 000 
“Acquisition, construction, and inprovements, Coast 
Guard” (69 Stat. 28) 584, 000 
ransferred to ‘Salaries and expenses, Internal Revenue 
Service’ (69 Stat. 240) 86, 621 


Adjusted appropriation $52, 379 23, 900, 000 25, 400, 000 
Obligated balance brought forward 50, 157 116, 857 120, 857 
Increase in prior year obligations $2, 550 


Total budget authorizations available 435, O86 24, 016, 857 25, 520, 857 
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Budget authorizations, expenditures, and balances—Continued 
























1955 actual | 1956 estimate | 1957 estimat: 


EXPENDITURES AND BALANCES 


Expenditures 


Out of current authorizations $20, 237, 164 $23, 779, 143 $25, 274, 14 
Out of prior authorizations 81, 065 116, 857 120, SF 
Total expenditures 20, 318, 229 23, 896, 000 25, 395, 000 

Obligated balance carried forward 116, 857 120, 857 125,8 
Total expenditures and balances 20, 435, O86 24, 016, 857 25, 520, 8! 


SUMMARY JUSTIFICATION DATA 


Mr. Gary. The next item is “Retired pay,” and in this connection 
we will insert pages 308 and 309 of the justifications. 
(The matter referred to is as follows:) 
RETIRED Pay, Coast GUARD 
Analysis of appropriation base for fiscal year 1957 


{egular appropriation, 1956 act oy : $21, 300, 000 
Supplemental appropriation for 1956 2, 600, 000 


Total appropriation, 1956 23, 900, 000 
teductions: 


Activity No. 1. Enlisted men ; $118, 284 
Activity No. 2. Commissioned officers 90, 858 
Activity No. 3. Chief warrant and warrant officers 23, 386 
Activity No. 4. Former lighthouse service 65, 002 
Activity No. 5. Former lifesaving service 3, 056 
300, 586 
Additions: 
Activity No. 1. Enlisted men : 545, 924 
Activity No. 2. Commissioned officers 305, 190 
Activity No. 3. Chief warrant and warrant officers 92, 913 
Activity No. 4. Former lighthouse service 37, 302 
Activity No. 6. Reserve personnel 3, 342 
984, 671 
Adjustment in base (net) +684, O85 
Appropriation base for 1957___- 24, 584, O85 
Increase over appropriation base for 1957___-_- 815, 915 
Appropriation estimate for 1957 25, 400, 000 


1, 500, 000 








Increase or decrease from total appropriation, 1956 


327 


Comparison of appropriation base with appropriation estimate for 1957 


Appropriation base Appropriation esti- 
10) |e rease crease 
for 1957 mate for 1957 Increase or decreas 


Activity $$$ _!|__ 
Average rage Average 
Average | 4 mount Average Amount Average 


aoe : Amount 
positions positions positions sn 


Number Number Number 
nlisted men_ .-- 4,669 $10, 620, 505 4,813 | $10, 948, 207 144 
‘ommissioned officers 2, O84 9, 710, 189 | 2,166 | 10,092, 260 82 
Chief warrant and warrant olfi- 
cers 961 3, 037, 067 993 3, 138, 197 
Former Lighthouse Service 714 1, 318, 480 714 1, 318, 480 
rmer Lifesaving Service 21 16, 045 I 16, 045 


9 
Keserve personnel 22 36, 759 25 41, 771 
rvivor’s benefits —154, 960 | — 154, 960 


Potal 8,471 | 24, 584, O85 &, 732 | 25, 400, 000 
tment in base (net ‘s - 239 — 684, O85 


lotal appropriation, 1956, and 
ippropriation estimate, 1957 &, 232 | 23, 900, 000 , 732 | 25, 400, 000 


GENERAL STATEMENT 


lhe funds requested under this appropriation are for retired pay of the military 
personnel of the Coast Guard, Coast Guard Reserve, members of the former 
Lifesaving Service, members of the former Lighthouse Service and tor annuities 
sayable to beneficiaries of retired personnel under Uniform Services Contingency 
Option Act of 1953 (37 U. S. C. 371-381). 

The estimate of $25,400,000 for 1957 is based upon the current retired list, 

odified by expected additions and deaths. This program requires an increase 

$1,500,000 over the funds provided for 1956, attributable to an estimated 
nerease Of 500 in the average number of personnel in retired pav status. 


EXPLANATION OF LANGUAGE CHANGES 


there are no substantive changes in language for 1957. 


Analysis of appropriation base 


Net change 
Adjustments in base increase 
crease 


Appropriation alloca- 
tion for 1956 


Activity 


Average a | Reduc- Additi 


At ; | Positions} Amount 
positions tions 


| 4,481 ($10, 192,865 | $118, 284 

ioned 2. 038 9, 495, 857 90, 858 

I 939 2, 67, 540 23, 386 

ouse Service 729 1, 346, 180 65, 002 

iV Service 25 1Y, 101 3, 056 
e personne] 7 33, 417 
vor's benefits 154, 960 

Total aia es a 23, 900, 000 300, 586 


\ir. Gary. From these pages it appears that the appropriation for 
1956 was $23,900,000 and that the estimate for 1957 is $25,400,000, 
an increase of $1,500,000. 

So far as this item is concerned, Admiral, these payments are fixed 
by law, and it is simply an automatic law increase, I take it? 

Admiral Ricumonp. Yes, sir, that is correct. 
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ADDITIONS 





AND REMOVALS FROM RETIRED ROLLS 
Mr. Gary. How many have been added to the retired rolls in each 
of the past several vears, and how many have been removed? Will 
you give us a table showing that? 
Admiral Ricumonp. Yes, sir, we will insert that in the record. 


The matter referred to is as follows:) 


7 
Personnel on retired rolls 





Jeginning dded dur- Endo 
7 A od separations : 
0 i ing year year 
82 142 132 7 
4 138 oll 16S 7 
. {08 1 
0 ‘ 7. 13 t 14 - 
ted s ao 
R E TR 
LESERVE RAINING 
Program and financing 
i ral 1956 estir 1957 
by activities 
Praining expense $1, 729, 179 $2, 572, 97 $2, 849 
2. Administration expen 75, OQ &50, 025 1) 
Total obligatior 2 514, 681 3, 403, 000 750 
ncing: Unobligated bala ger availabl 4, 152 
Appropriation (adjusted) _- : 2, 518, 833 3, 403, 000 3 THU). 
Obligations by objects 
Object cl ficatior 1955 actual 1956 estimate 1957 estin 
Military 
Average number 292 128 128 
Number of military personnel at end of year 121 128 128 
Civilian 
otal number of permanent positions 26 26 
Average number of all employees 24 25 $4 
Number of employees at end of year_. 23 26 
Average salaries and grades 
General] schedule grades 
Average salary $3, 346 $3, 666 $3, 707 
Average grade ‘ GS-3.5 GS-3.5 Gs 
01 Personal services 
Permanent position 
Military : : $635, 235 $687, 628 $H87, 625 
Civilian 81, 449 92, 205 127 
Regular pay above 52-week base 313 367 
Drill and active duty pay of trainees 1, 447, 701 2, 200, 825 2, 379, 54 
Total personal service 2, 164, 698 2, 981, 115 3, 194, 682 
02 Travel " 110, 465 225, 408 298, 063 
03 Transportation of thing 4, 518 2, 500 3, OOO 
04 Communication service 6, 598 5, 500 5, 500 
05 Rents and utility services 23, 905 23, O80 23, 500 
06 Printing and reproduction 7, 762 6, 000 9, O00 
07 Other contractual! service 24, 723 5, 500 13, 500 
08 Supplies and materials 151, 526 148, 097 192, 718 
09 Equipment 20, 284 5, 800 10, 037 
15 Taxes and assessments i 202 


Total obligations i a a ea ‘ : 2, 514, 681 3, 403, 000 3, 750, OOO 


329 
Budget authorizations, expenditures and balances 


1955 actual 1956 estir 


BUDGET AUTHORIZA 


Appropriation 
fransferred from ‘Acquisition, 
ents, Coast Guard”’ (69 Stat 


O00 $3. 403. 000 


», OOO 


rransferred to ‘“‘Salaric ind 


Service’ (69 Stat. 240 


d appropriation 
valance brought forward 


403. OU 
3 > 


tal budget authorizati 


EXPENDITURES 


rrent authoriza 


prior author 


il expendit 


SUMMARY JUSTIFICATION DATA 


The next item is ‘Reserve training.”” In that connection we will 
insert pages 312 and 313 of the justifications in the record at this 
point. 


(The matter referred to is as follows:) 


Analysis of approp ration base for fiscal year 


Regular appropriation, 1956 act $3. 175. 000 
Supplemental appropriation for 1956 228, 000 


Total appropriation, 1956 15, 403, 000 


Appropriation base for 1957 3, 403, OOO 
Increase over appropriat ion base for 1957 347. OOO 


Appropriation estimate for 1957 3, 750, 000 


Increase or decrease from total appropriation, 1956 347. 000 


No supplemental is anticipated for 1956 to cover the cost of authorized civilian pay inere 


Comparison of appropriation hase with appropriation estimate for 


Appropriation bas Appropriation esti- 


or 1957 mate for 1957 Increasi 


Average aa A verage Anos Average 


positions 7 : positions positions 


Reserve training program 
1. Training expense 572, 975 $2, 849, 207 
) 


2. Administration expense l ) S30, O25 162.3 WO, 793 


Total 153 4103, 000 162.3 3, 750, 000 ( 7. OOO 
Adjustment in base 


Total appropriation, 1956 
appropriation estimate 
1957 yy 3, 403, 000 3.3 3, 750, 000 
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GENERAL STATEMENT 


The Coast Guard is required to maintain and train a Rese component to 
augment the Regular service in carrying out increased duties in time of war or 
nationalemergency. Mobilization requires 40,000 trained reservists participating 
in port-security programs in major ports and in manning vessels and aircraft. 
The Reserve training program is carried out mainly in organized units, and will 
include an average number of 6,925 reservists in training in 1957. Limited 
specialist training is also provided. 

Fitteen days active-duty training will be offered to members in a drill-pay 
status, and, to a limited extent, members of the active-status pool. Persons 
participating in drills and active duty for training in fiscal vear 1957 will be an 
average of 475 greater than in 1956. This increase includes 355 trainees in the 
48 paid drill, 15 days’ active-duty training program; and 120 trainees in the 
volunteer nonpaid 24 drill, 15 days’ active-duty training program. 


EXPLANATION OF LANGUAGE CHANGES 
There are no substantive language changes in 1957. 


Analysis of appropriation base 


Appropriation alloca- Net change in base, 


tion for 1956 Adjustments in base increas ( or de 
crease ( 
Activity . 
A verage Reduc- A verage 
& } A¢ j : 

positions {mount tions \dditions positions Amount 
1. Training expense $2, 572, 975 
Administrative expense 830, 025 
Total. 3, 403, 000 


NOTE There are no adjustments in the base. 


Mr. Gary. From these pages it appears that the appropri: ition for 
1956 was $3,403,000 and that the estimate for 1957 is $3,750,000, or 
an increase of $347,000. 


EFFECT OF NEW RESERVE TRAINING ACT 


To what extent is this affected by the new Reserve training program 
which was recently enacted by the Congress? 

Admiral Ricumonp. It does not contemplate any changes under 
that act at all, sir. 

As I indicated this morning this budget was prepared and submitted 
before that became an act of Congress, and no provision was made in 
this for any increases brought about by virtue of that act. 

Mr. Gary. Does that act cover your activities? 

Admiral RicumMonp. Oh, yes, it does. 

Mr. Gary. Well, what changes will have to be made in the future 
because of that act? 

Admiral Ricumonp. I would say that if we are to carry out the 
objectives of that act that this appropriation will have to be increased 
materially, not only in the coming year, but in subsequent years. 

As you know, that act had the stated objective of bringing all the 
Reserve components of all of the Armed Forces up to mobilization 
requirements by 1960. 

As a practical matter I do not believe that the Coast Guard could 
achieve that regardless of how much money was given us by 1960. 
I do not think the personnel would be available, and it would be a most 
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expensive undertaking because it would require us to open a number 
of training stations, as well as calling on personnel which, very frankly, 
in the Coast Guard are not readily available at the present time. 

We did, however, work out plans which would have let us reach 
that mobilization objective by about the middle of 1963. 

We have since, predicated pretty much on the experience of the 
other services that are using the 6 months’ 8-year trainee program, 
modified the plans for the initial year, that is, 1957, modified them 
downward with the idea of trying to catch up in subseque nt years to 
come up with the same objective by about the middle of 1963. 

Mr. Gary. Last year when you appeared before us you said that 
you did not know just what the situation would be with reference to 
vour Reserve training program after that act was passed. You have 
this year considered ‘the provisions of that act, and notwithstanding 
the provisions of that act you are now requesting $3,750,000 which 
you think will reasonably take care of your needs for 1957, is that 
correct? 

Admiral RichMonpb. No, sir, that is not quite right. 

At the time these figures were prepared and presented for inclusion 
in the overall budget we did not have at that time the final act on 
which to prepare our figures. Those represent the program in exist- 
ence now with a slight increase. 

There are being presented figures, whether we call them a supple- 
ment or an addendum to this, which will start to ¢ arry out the require- 
ments of the act as passed last August. 

Mr. Gary. Then we will have a supplemental request on this item 
for the fiscal year 1957? 

Admiral Ricumonp. Yes, sir; I think that is a fair statement. 


NUMBER OF RESERVISTS IN TRAINING 


Mr. Gary. How many reservists are there presently in training 
status? 

Admiral RicumMonp. As of December 31 in training status there 
were 1,276 officers and 5,200 men, a little over 6,000. 

Mr. Gary. At this point we will insert in the record the table on 
Reserve strength which appears on page 317 of the justifications. 

(The matter referred to is as follows:) 





Reserve category 1954 1955 


Number in training-.- ales 6, 604 6, 499 
Number in nontraining status_.- 10, 636 14, 843 


Total. ... — — i 17, 240 21, 342 





ATTITUDE OF RESERVE OFFICERS ASSOCIATION CONCERNING NEW 
RESERVE PROGRAM 


Mr. Canrietp. Admiral, referring again to the attitude of the 
Reserve Officers Association of the United States, to which I alluded 
earlier today, this association contends that there is an apparent 
absence of any implementation of the President’s Reserve program 
under the Reserve Forces Act of 1955 with respect to the Coast 
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Guard Reserve. They quote President Eisenhower as saying on 
June 9, 1955: 

This Reserve bill is more essential than ever before to the security of the 
United States. 

They quote him further as —- 

I am instructing the Secretary of Defense to take immediate and effec- 
tive action to utilize the means that the bill pre vide ‘s to augment and strengthen 
the Reserve forces throughout the country 

This association Says: 


Irrespective of any criticism as to how it has been done, the Department of 


Defense, since the passage of the act has made funds available to proceed with 


the procurement and training of Reserves under the act, particularly under the 


so-called 6-month program of active duty. 

Now, vou have told us here tod: aN that there was no Reserve Forces 
Act of 1955 when you came before us last vear on your 1956 request, 
and you have just indicated to the chairman that you may be working 
on a supplemental, that is, a request for additional funds, for the fiscal 
year 1957. 

The association seems to feel that the Coast Guard is not carrying 
out the mandate of the Congress and the position of the President 
the United States, the Commander in Chief, regarding the fiscal year 
1956. 

There is quoted in this statement which I have before me some of 
your testimony before the so-called Brooks committee, and some of 
that of Assistant Secretary Rose in which you both stress the im- 
portance of following through with the Reserve program. 

The association says: 


Notwithstanding this testimony, it is our understanding that the Treasury 
Department did not allocate any funds out of appropriations for the current 
fiscal year to provide for the implementation of the act. Nor was the Coast 


Guard included in the Executive order (10629) authorizing the Army and Marine 
Corps to utilize the 6-month trainee program to build up their Reserves. 

It also appears from the press and from the testimony in the recent House 
Armed Services Committee hearings that while the Coast Guard had indicated 
the need for substantial supplemental appropriations for the remainder of the 
current fiscal year that the Treasury Department did not request the necessary 
funds. 

Is the situation, in so far as the current fiscal year is concerned, 
under your review? 

Admiral Ricumonp. As part of the plan we will require money in 
the current fiscal year to get the plan started. Our present plans are 
to move into this 6 month-8 year plan as of the Ist of July next. 

Insofar as concerns the statement in there that the Defense Depart- 
ment was able to implement the act of Congress, they were in the very 
happy position of having money, whereas the Coast Guard was in the 
very unhappy position " not having money, and with Congress not 
in session. If you recall, Congress adjourned shortly after the passage 
of that act, and I am se sure but what it was not just a few days 
afterward, and it was impracticable to do anything to implement the 
program. 

Insofar as not being included in the Executive order is concerned, 
we probably could have been included, but it would have been a 
nonentity because we could not have carried it out in any sense. 

Mr. Gary. The same situation appears here as it does with ref- 
erence to all of your other activities, you do not have as much money 
as the Defense Department has; is that correct? Off the record. 
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Discussion off the record.) 

Mr. CANFIELD. On the record. 

Is the Coast Guard, then, currently reviewing this situation under 

Reserve Act and the regulations thereunder as to the present 
fiscal year? 

Admiral Ricumonp. We are, sir, looking toward obtaining funds to 
set up this program for the 6-month-8-year people starting the Ist 
of July next. 

Mr. Steminski. During your training program at the Academy 
do you have people representing the shipping interests coming forward 
to acquaint themselves with vour cadet corps and talking to them on 
the role of the Coast Guard in their future? 

Admiral RicomMonp. We do. It is customary at the Academy I 
think at least once a month on Friday evenings to have a guest 
speaker. They cover all phases of activity, and among those are 
people high in the shipping industry, plus the fact that on our advisory 
committee which advises on matters of curriculum and that sort of 
thing, we have at least one shipping man. 

Mr. Stemrnskr. Is there anything Congress can do, Admiral, 
or that the public ean do to bring to the minds of these npaiiods 
and future officers in the Coast Guard the importance of their con- 
tribution to the navigation and transportation of America and its 

ifare, anything that we are not now doing? 

Admiral RicumMonp. Well, | could not offer anything specific now. 

hope that every Member of Congress will, in dealing with the 
vouth of his distriet, emphasize at every possible opportunity thi 
lue of a service career. We would appreciate it very much if they 


would recommend it to the type of boy that we are particularly 
desirous to get in the Coast Guard. 
Mr. Gary. That coneludes the hearing. Thank you, gentlemen. 
Admiral RicumMonp. Thank you very much, Mr. Chairman, for 
the opportunity. 


WEDNESDAY, JANUARY 25, 1956. 
BUREAU OF NARCOTICS 
WITNESSES 


H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 
GARTH B. THOMAS, BUDGET OFFICER 


SALARIES AND EXPENSES 
Program and financing 
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marihuana laws , £43, 32! $3, O81, 829 
2. Executive direction W), ded 63, 171 
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Obligations by objects 


Object classification 


Total number of permanent positions. --- 
Average number of all employees. - - om ; ; 
Number of employees at end of year___----_- eee 


Average salary and grades: 
General schedule grades 
Average salary ----- : eee a 
Average grade--...-.- 
01 Personal services: 
Permanent positions _- 
Regular pay above 52-wee 1k base 
Payment above basic rates 


Total personal services-- 


02 Travel_. ad LeeeRemaniekene phi 
03 =T ransporti ition of things. a : eee 
04 Communication services 


05 Rents and utility services. E ae 
06 Printing and reproduction. 
07 Other contractual services 
08 Supplies and materials-- 

Purchase of evidence... 
09 Equipment. = . ee 
13 Refunds, awards, and indemnities_- 
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BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation 
Transferred from *“‘ Oper: ating expenses, Coast Guard’ 
240) 3 é ‘ 


Adjusted appropriation. 
Proposed supplemental due to pay increases_ - 
Obligated balance brought forward 


Total budget authorizations available 


EXPENDITURES AND BALANCES 
Expenditures 
Out of current authorizations 
Out of anticipated supplemental appropri: ation 
Out of prior authorizations ie 


Total expenditures 
Balance no longer available: 
Unobligated (expiring for obligation) 
Other__- 
Obligated balance carried forward 


Total expenditures and balances. 


Mr. Gary. 
appropriation in 1956 was 


crease, amounts to $3,145,000. 


* (69 Stat. 
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this morning the request of the Bureau of Narcotics, 
$2,990,000, which, including the pay in- 
The estimate for 1957 is $3,250,000, 
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GENERAL STATEMENT 


Mr. Ansuincer. Mr. Chairman, and honorable members of the 
committee, we are asking this year for $3,250,000, which is an increase 
over last year of $260,000. 

The employees’ pay raise of 1955 would account for $145,690. The 
amount of $114,310 would allow us 18 additional narcotic agents and 
5 field clerks. We have on the rolls today 244 agents, which is just 
about the total number that we can carry to the end of the fiscal year. 

I have here, Mr. Chairman, a short statement which I ask to be 
inserted in the record. 

Mr. Gary. Yes. We will insert it in the record at this point. 

(The matter referred to is as follows: ) 


Mr. Chairman and gentlemen of the committee, the Bureau of Narcotics is 
responsible for the investigation, detection, and prevention of violations of the 
Federal narcotic and marihuana laws, and of the Opium Poppy Control Act and 
Narcotic Drugs Import and Export Act. 

The budget estimate to carry out these functions during the fiscal year 1957 
is $3,250,000, an increase of $260,000 over the amount appropriated for the 
current year. Of this increase, $145,690 is for personal service costs as a result 
of 69 Statute 172. The remaining $114,310 will enable the Bureau to maintain 
current employment levels by providing funds ($22,183) for 3 narcotic agent 
positions and 1 clerical position and will provide funds for an additional 15 
narcotic agent positions and 4 clerical positions. 

For the past several years the Bureau has concentrated its efforts to the elimi- 
nation of the illicit supplies at their sources and to the elimination of the supplies 
which have entered the interstate traffic. This effort has been directed against 
those individuals who have organized into international and interstate gangs for 
the purpose of smuggling and distributing illicit drugs. The experience of the 
Bureau is that a far greater number of man-hours are required to obtain credible 
evidence in this type of a case than is needed in the ordinary local peddling 
case. Often the Bureau has had difficulty mustering a sufficient number of 
agents in @ particular area to adequately investigate and keep under surveillance 
all the known or suspected members of an organization. The Bureau plans to 
use these additional employees in the areas where this wholesale activity is 
most pronounced. 

During the past year the Bureau has received excellent cooperation from 
State and local enforcement groups. These groups are continuing to organize 
and train narcotic squads. The Bureau will continue to assist and encourage 
these squads to handle within their own localities all narcotic investigations where 
no obvious interstate traffic is indicated. 

The results of the Bureau’s activities abroad have been most satisfactory. 
The Bureau has received excellent cooperation from the administrative and 
enforcement officials in every country in which we have sought to operate. The 
Bureau plans to maintain its current force abroad at about the same level during 
fiscal year 1957. 

There is attached a list summarizing the more important results achieved by 
Federal narcotic agents. 


IMporTANT Narcotic Cases, JANUARY 1, 1955 To OcTroBER 1, 1955 


EUROPE 
Italy 
Cooperation between United States narcotic agents in Milan, Italy, and Italian 
police resulted in the arrest of Anna Rizzani and Anna Rizzani Maradi and the 
seizure of approximately 1% kilograms of marihuana of Lebanese or Syrian origin, 
and 3 kilograms of opium of Turkish origin. 


NEAR EAST 
Turke y 
On July 5, 1955, Halil Rifat Gursoy and Omer Barcin were arrested at Izmir, 
Turkey, after they sold 100 kilograms of opium to a United States narcotic agent. 
Turkish police cooperated with the United States narcotic agent in this investi- 
gation leading to this seizure. Gursoy originally offered to sell 500 kilograms to 
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the undercover narcotic agent. Gursoy aiso had told the agent that he had sold 
200 kilograms of opium to Ihsan Sekban, International List No. 309, within the 
week. 


Le banon 


On August 29, 1955, at Beirut, Lebanon, a United States narcotic agent as- 
sisted by local Lebanese police, arrested Tenice Salim Abou Khalil and Joussef 
il [tre and seized approximately 10 kilograms of morphine base. The morphine 
base was in the process of being shipped to France and jthen to the United 
States, via an unidentified French seaman. IWhalil and Itre were members of the 
Sam Khoury organization which has been under investigation by the Lebanese 
police and the United States narcotic office for years 

In January 1955 information was received that Hussein Hider, Detroit, Mich., 





was obtaining nareotic drugs from Beirut, Lebanor \ narcotic agent, working 

undercover, became acquainted with Hider and Hider proposed that the agent 
should o to Beirut and obtain a supply of narcotics. Durine the negotiations 
Hider vave the agent two samples of narcoties, The agent proceeded to seir it, 
Lebanon, and met Hider’s source of supply. As aresult, the agent obtained more 
than a kilogram of morphine base, a quantity of morphine solution, and a clan- 
destine laboratory was destroved. Hider’s source of supply, Mounib Goureyeb, 


is arrested in Beirut and Hider was arrested in Detroit, Mich. 


SOUTH AMERICA 


Peru 


Information received eh" the New York office of the Bureau of Narcotics indi- 


cated there was a traffic in cocaine between Peru and the United States. \ nar- 
cotie agent was sent to Peru to work with the local authorities in an attempt to 
locate the sources of the cocaine. After several davs of investigation the United 
States agent and officers of the Peruvian Cuerpo de Investigacion y Vigilancia 


succeeded in arresting Hildebrando Eulogio Quiroz, Enrique Reynoso Olcese 
ilias Caballo Blanco), and Antenor Losno Mendez and seizing approximately 
2\6 kilograms of cocaine in Lima, Peru, on May 6, 1955 Subsequent investigation 
by the Peruvian police resulted in the arrest of Hector Ustaris Barresa, Pedro 
Marino Cordova Marques, Victor Sanchez Aliaga, Hermilio Delgado Medina, 
Miguel Lizarraga Delgado, and Mrs. Victoria Luque de Arroyo, and the seizure 
of a clandestine factory and 10 kilograms of cocaine ps 

On July 23, 1955, Jose Medina Carrillo was arre at Mexicali, Baja Cali- 
fornia, Mexico, and 20 cans of smoking opium which he was about to deliver to 
an undercover United States narcotic agent were seized. Mexican narcotic 





agents, United States customs agents, and United States narcotic agents cooper- 
ated in the investigation leading to the arrest of Medina Carrillo, who was a 
source of supply for much of the smoking opium smuggled into the United States. 


UNITED STATES 
Vew York 
During the early part of August 1954, information was received by the New 
York office of the Bureau of Narcotics that Michael Peller was engaged in large- 
scale narcotic operations. On August 21, 1954, Peller sold 17 ounces, 270 grains 


of heroin to an undercover narcotic agent. Investigation revealed that Peller 
was associated with Anthony Torraco and Harry Peltz. On June 20, 1955, 
Peller and Peltz were arrested. Anthony Torraco could not be located. The 


three defendants are persistent major narcotic violators. 

On January 20, 1955, Regulo Escalona was arrested by narcotic agents in New 
York City and 37 ounces of cocaine were seized from him. The investigation of 
Msealona had taken approximately 6 months, and a narcotic agent working 
undercover had made preliminary purchases of 2 ounces of cocaine and 30 pounds 
of marihuana. Escalona admitted that he had obtained the cocaine in Bolivia. 
The New York office of the Bureau of Narcotics was assisted by the Bureau of 
Customs and the New York City Police Narcotic Squad in this investigation and 
seizure, 

On January 27, 1955, agents of the New York office of the Bureau of Narcotics 


arrested Theodore Ferrara in possession of one-half ounce of heroin. A search 
of apartments frequented by Ferrara resulted in the seizure of an additional 22% 
ounces of heroin. The original information on Ferrara had been supplied to the 





New York office by the Chicago office of the Bureau of Narcotics. Ferrara was 
suspected of being the source of supply for John lorio, recently convicted Chicago 


trafficker. 
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On February 22, 1955, at New York City, an undercover narcotic agent was 
ntroduced to Kmil Hauser, who admitted being involved in smuggling narcotics 
from the British West Indies into the United States. Hauser later introduced an 
indereover agent to Joseph Chu, from whom a purchase of one-half kilogram of 
heroin was made on April 15, 1955. Hauser and Chu were arrested on June 30, 
1955, as were their associates, Wong Hung and Eng H. Lam. 

On March 8, 1955, at New York City, Federal nareotie agents arrested Temple 
Spears and Edward W. Smith, two important Harlem traffickers. Twenty 
sinees of heroin were seized from the traffickers. Undereover nareotiec agents 
ad previously made two purchases of evidence from them. 

On March 10, 1955, at New York City, Federal narcotic agents arrested 
Charles Musillo, Albert Guarino, and Vineenzo Rigogliosi and seized from them 
25 ounces of heroin. Previously an undereover narcotic agent had bought 5 

inces of heroin as evidence The defendants have previous records for robbery. 
Rigogliosi had previously served 11 years for robbery and was on life parole. 

On April 26, 1955, in New York City, Federal narcotic agents arrested Anthony 
Lombardi and seized one-fourth kilogram of heroin from him Several months 
previouslv, Lombardi had sold 2 ounces, 225 grains of heroin to an undercover 

ircotie agent. On the same dav James Fusco, an associate of Lombardi, wa 
rrested at his home, and an additional one-fourth kilogram of pure heroin was 
seized from him. Further investigation resulted in the arrest, on April 27, 1955, 
of Murad Nersesian and the seizure of an additional one-halt kilogram of heroin 
from him 

On May 17, 1955, at New York City, Federal narcotic agents arrested Manuel 
\Mendez Marfa and Miguel Angel Gonzales vy Hernandes in possession of 3 pounds 
6 ounces of cocaine. The defendants also had in their possession large quantities 
f empty glassine bags, and they later made statements to the effect that they 
tended to package the cocaine and store it in 3 satety deposit boxes in 3 different 
New York banks. It was also learned that they had already packaged 

lantity of cocaine. A key in possession of one of them was found to fit 

e Seminole Hotel, New York City. A search of the room revealed a 

lining 2 pounds and 9 ounces of cocaine Mendez and Gonzales 
suriers for the most important illicit nareotic smugglers operating in this hemi- 
phere. This organization is headed by one Abelardo Martinez, alias El Teniente 

The Lieutenant), who has also been indicted in the southern district of New 
York. 

On July 15, 1955, at New York City, Federal narcotic agents, assisted by local 
police, arrested Ralph Cerrato and seized approximately 17 ounces of heroin. 
Cerrato Was a major source of supply for traffickers in Harlem. 

On August 3, 1955, at New York City, Frank De Gregorio and Archie 
Mannarino were arrested by Federal narcotic agents, and approximately 18 
ounces of heroin were seized. ‘The arrest of De Gregorio and Mannarino was 
the result of an extensive investigation of at least 6 months. De Gregorio, 
Mannarino, and Robino had made two previous sales of narcotics to a Federal 
narcotic agent, working under cover, which totaled 34 ounces. Robino could 
not be located at the time of the arrests and is presently a fugitive. 

On August 3, 1955, at New York City, Angelo Buia, Matildo Buia, and Aniello 
Santagata were arrested as they were attempting to deliver approximately 35 
ounces of heroin to a Federal narcotic agent, working under cover. The Buia 
brothers have been engaged in the narcotic traffic on a large scale for many vears 
A search for a cache in their place of business revealed a complete cutting plant. 

On August 25, 1955, at New York City, Federal narcotic agents arrested 
Samuel Gonzalez, Ignacio Malave, and Rachel Rodriguez and seized approxi- 
mately 17 ounces of heroin. Gonzalez and Malave were arrested as they were 
attempting to deliver the narcotics to an under cover narcotic agent. Rodriguez 
was arrested as a result of surveillance of Gonzalez. ‘Three preliminary purchases 
of heroin for evidence totaling approximately 4 ounces were made by an under 
cover narcotic agent. 

Information was received in the New York office of the Bureau of Narcotics 
that an Italian male named ‘‘Vinnie’’ was selling heroin in ounce lots in the west 
side of New York City. Investigation resulted in the arrest of Vincent Mum- 
miana, Mary MeGettigan, and Arthur Mulhern on September 2, 1955, and the 
seizure of approximately 19 ounces of heroin by Federal narcotic agents. Mum- 
miani was on parole for life for a homicide committed in 1930. He had served 
21 vears of a 30-vear-to-life sentence and was released from prison in 1951. 
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Pennsylvania 

Undercover investigations which lasted many months were brought to a 
successful conclusion on January 20, 1955, at Philadelphia, Pa., and vicinity, 
when approximately 89 persons were arrested for violation of the Federal narcotic 
laws. The Philadelphia office of the United States Bureau of Narcotics super- 
vised the raids, and the narcotic agents were assisted by other Treasury agencies, 
Naval Intelligence, Philadelphia police, and New Jersey State police. Also 
arrested in New York City were 14 persons who were sources of supply for the 
Philadelphia traffickers. 
Michigan 

On June 16, 1955, at Detroit, Mich., Gus Saunders, William Wilson, and 
Frances Elizabeth Justice were arrested by Federal narcotic agents. Twelve 
ounces of heroin were seized from the traffickers. Investigation revealed that 
the three, aided by Rosanna Besse Johnson, had received the heroin in Chicago, 
Ill., and transported it to Detroit, Mich. 


Illinois 

On September 10, 1955, at Chicago, Ill., Federal narcotic agents, assisted by 
Chicago police officers, arrested Clotele Saddler and Annie Clay and seized from 
their apartment approximately 40 ounces of heroin, together with paraphernalia 
for adulterating and packaging narcotics. Clotele Saddler’s husband, Joseph C, 
Saddler, known source of supply for narcotic traffickers in Texas and Louisiana, 
is presently a fugitive. 


Missouri 

On March 23, 1955, at St. Louis, Mo., Federal narcotic agents arrested 
Sylvester Johnson and Mrs. Georgie Jackson and seized from them 20 ounces 
of heroin which they had brought from New York City to St. Louis, Mo. The 
apprehension of these traffickers was the result of a week-long vigil by the St. 
Louis officers after they learned that Johnson was scheduled to visit New York 
for a supply of heroin. 


Arkansas 
On June 8, 1955, Raul Martinez of Mexico, Manuel Herrera of Eagle Pass, 


Tex., and Juan G. Campos of Rio Grand Pierce, Tex., were arrested on U. 8S. 
Highway 67 near Beebe, Ark., by Arkansas State police and were found to be 
transporting 208 pounds, 15 ounces of marihuana. Investigation by the Little 
Rock, Ark., office of the Federal Bureau of Narcotics revealed that the marihuana 
had been smuggled from Piedras Negras, Coahuila, Mexico, to Eagle Pass, Tex., 
and transported by the defendants who were destined for Chicago, III. 


Texas 

On April 20, 1955, after 3 months of undercover investigations, 30 narcotic 
violators were arrested in Dallas, San Antonio, and Galveston, Tex. During 
the investigation approximately 10 ounces of heroin, 23 pounds of marihuana, 
and 450 marihuana cigarettes had been purchased as evidence. At the time 
of the arrest, approximately one-fourth kilogram of heroin and 70 pounds of 
marihuana were seized. 

On July 28, 1955, at Houston, Tex., narcotic agents arrested Alvin Herbert, 
Sam Pereida, Fred Vela, and Owel L. Carr and seized 24 ounces of heroin which 
these traffickers were about to deliver to an undercover narcotic agent. These 
arrests followed months of investigation which began with the purchase in March 
1955 of 29 pounds of marihuana in Memphis, Tenn., from Pereida, John Torres, 
alias Jose Ascension Molino, and Gladys Schillacci. Later another preliminary 
purchase of 2 ounces of heroin was made from Pereida, Torres, and Schillacei in 
Memphis, Tenn., and a purchase of 20 pounds of marihuana was made from Alvin 
Herbert. Following the prosecution of Pereida, Torres, and Schillacci in Texas, 
they will also be prosecuted in Tennessee for narcotic violations in that State. 

On August 22, 1955, at San Antonio, Tex., Federal narcotic agents arrested 
Modesto Rodriguez, Mary Lozano Sandejo, and Guadalupe Martinez Rodriguez 
and seized approximately 24 pounds of marihuana. Later investigation resulted 
in the seizure of approximately 37 pounds of marihuana from the defendants on 
the same date. Rodriguez admitted that he had been selling marihuana in and 
around San Antonio, Tex., for the past 6 months at the rate of from 1 to 10 
pounds per day. An undercover narcotic agent had made two previous purchases 
from Modesto Rodriguez totaling 5 pounds, 9 ounces of marihuana at Bergs Mill, 
Tex. 
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California 

Following 3 preliminary purchases of marihuana totaling approximately 
3% ounces, Federal narcotic agents arrested Ana Funes de Rubaleara, Adolph 
Ramirez Garcia, on January 25, 1955, and seized approximately 39 pounds, 11 
ounces of bulk marihuana. Ana de Rubaleara’s husband, Margarito Rubalcara, 
who was confined to a hospital because of tuberculosis, stated that he had in- 
structed his wife to sell the marihuana while he was in the hospital. 

On April 15, 1955, at Los Angeles, Calif., Federal narcotic agents, assisted by 
local police officers, arrested Howard V. Perno, after receiving delivery from him 
of approximately 56 ounces of heroin. Perno had made two previous sales of 
narcotics to an undercover narcotic agent, totaling approximately 2 ounces, 367 
crains of heroin. At the time of his arrest, Perno drew a gun, but one of the 
arresting officers shot Perno, who was taken to the Los Angeles County General 
Hospital prison ward. Following this incident, four other defendants were 
arrested: Juan Flores, Salomon Sandez, Frank Greer, and Robert Brown. 


IMPORTANT Narcotic Casés, JANUARY 1 TO OcTOBER 1, 1955 (Nov PreviousLy 
REPORTED) 
Vew York 

On January 17, 1955, at Brooklyn, N. Y., Federal narcotic agents, working 
indereover, purchased approximately 10 ounces of heroin from Domenick Sabella. 
Further attempts to purchase narcotics from Sabella were unsuccessful. On 
August 4, 1955, at Brooklyn, N. Y., Sabella was arrested by Federal narcotic 
iwents for the above sale of narcotics. On August 3, 1955, Federal narcotic 
igents arrested Charles Lacascia, a codefendant in this case, at Brooklyn, N. Y. 
Sabella was sentenced to 4 years imprisonment on October 17, 1955.  Laeascia 
was sentenced to 3 years imprisonment on October 17, 1955. 

On April 20, 1955, at Queens, Long Island, N. Y., Ugo Giampaoli sold approxi- 
mately 84 ounces of heroin to a Federal narcotic agent, working undercover 
On May 19, 1955, at Brooklyn, N. Y., Aniello Santagata and Ugo Giampaoli 
sold approximately 9 ounces of heroin to a Federal narcotic agent, working 
undereover. On June 29, 1955, at Newark, N. J., Charles Campisi, an associate 
of Santagata, sold approximately 9 ounces of heroin to a Federal narcotic agent, 
working undereover. On August 3, 1955, Ugo Giampaoli and Aniello Santagata 
were arrested by Federal narcotic agents in Brooklyn, N. Y. 

In the early part of 1955, information was received that Joseph Russo and 
Settimo Aceardi, alias Sam Accardi, were dealing in narcotics in New York City 
On January 31, 1955, at New York City, N. Y., a Federal narcotic agent, working 
indereover, purchased approximately 17 ounces of heroin from Russo. On 
February 18, 1955, at New York City, N. Y., a Federal narcotie agent, working 
undercover, purchased approximately 34 ounces of heroin from Russo and 
Aceardi. Further attempts to purchase narcotics were futile. Accardi was 
irrested on August 38, 1955 and Russo was arrested on August 4, 1955, by Federal 
narcotic agents at New York City. 


Mar jland 


On December 17, 1954, at Baltimore, Md., Federal narcotic agents seized 
ipproximately 8 pounds, 14 ounces of raw opium. On January 4, 1955, at Balti- 
more, Md., Federal narcotic agents seized an additional 15 ounces of raw opium. 
After months of extensive investigation, Federal narcotic agents at Baltimore, 
Md., arrested Carl Edwin Adamire, first mate on the steamship Andrew Jackson 
and John Joseph Stauble, radio operator on the steamship Andrew Jackson on 
April 5, 1955, for smuggling the opium into the United States. Bdamire and 
Stauble were each sentenced to 2 years imprisonment on July 1, 1955 


IMPORTANT Narcotic Cases OcTroBER 1, 1955 To DecemMBER 15, 1955 


NEAR EAST 

Turkey 

On November 23, 1955, Turkish police arrested Mohammed Oz Yurik, Ahmet 
Oz Yurik, Halil Oz Yurik and five other associates after Mohammed Oz Yurik 
had delivered to a United States narcotic agent, working undercover, 312 kilo- 
grams of morphine base. On searching the home of Mohammed Oz Yurik, 
police seized an additional 44 kilograms of morphine base in powder, 20 kilograms 
of morphine base in preparation, 680 kilograms of opium and 150 kilograms of 
ammonium crystals. In the basement of the Oz Yurik house was a laboratory 
(for conversion of opium into morphine base) which Turkish police believe to be 
the largest in Turkey. 
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CANADA 
Montreal 


On November 10, 1955, as a result of information furnished by this Bureau, 
Canadian authorities seized approximately 14 kilograms of pure heroin from the 
French steamship St. Malo and arrested Roberto Thomas Bianchi Maliverno, 
who admitted ownership of the contraband. Bianchi Maliverno was sentenced 
to 5 years in the penitentiary. This is said to be the largest seizure of heroin 
made on the North American continent. Two agents of the Bureau of Narcotics 
participated in the investigation. 

UNITED STATES 
New York 

Information was received in the New York office of the Bureau of Narcoties, 
from a confidential source, that Nathan Behrman (Berman) was selling narcotics 
in wholesale lots in New York City. Agents of the New York office of the Bureau 
of Narcotics maintained around-the-clock surveillance of Behrman for severa 
weeks and finally located his cache of narcotics. Federal narcotic agents, assis t¢ 
by local police, arrested Behrman and Anthony J. Vellucci, an associate of Beh 
man, and seized approximately 13! kilograms (approximately 30 pounds) of 
almost chemically pure heroin on November 3, 1955. Behrman is the brothe: 
of Ike Berman, international list No. 013. This is one of the largest seizures 
of heroin ever made in this country. Behrman and Vellucei were two of the most 
important large-scale traffickers in New York City. Foreign leads in this case 
are still being investigated and the prospect of locating the source of this larg: 
amount of heroin looks promising. 

On November 8, 1955, Federal narcotic agents of the New York office of the 
Bureau of Narcotics, assisted by local police, arrested George Perez as he wa 
leaving an apartment in New York City, in possession of | ounce of heroin. Perez 
admitted ownership of the narcotics and consented to a search of the apartment 
and furnished keys to the apartment to the agents. Search of the apartment 
disclosed an additional 33 ounces of heroin secreted in a cardboard carton in one 
of the closets. Mixing paraphernalia used in cutting heroin was also seized it 
the same location. This arrest was the result of several weeks of surveillance and 
extensive investigation on the part of the Federla narcotic agents. 


Illinois 


On October 21, 1955, information was received by the Chicago, III., office of 
the Bureau of Narcotics, that Flaine Salim, wife of a well-known New York 
narcotic trafficker, was going to leave Chicago by bus, after delivering a large 
quantity of cocaine to three unidentified persons. On the same date, agents of the 
Chicago office proceeded to the bus station where they arrested Elaine Salim. 
She was in possession of a key to a locker in the bus station in which was found a 
package containing approximately 21 ounces of cocaine. A search of Salim’s 
purse disclosed an additional 217 grains of cocaine. 

Texas 

The defendant in this case, Edward Perez Barrientes, has been known to the 
San Antonio, Tex., narcotic office since 1952 by the nickname of ‘El Chocolate.” 
Efforts to further identify and locate the defendant were fruitless in that members 
of the San Antonio, Tex., underworld seemed to know little about him or were 
afraid to give any information concerning ‘‘E] Chocolate.” During the first 
week of November 1955, a confidential source informed the narcotic agents of 
the San Antonio office that ‘‘El Chocolate’? was Edward Perez Barrientes. On 
November 30, 1955, Barrientes was arrested and a search of his residence dis- 
closed approximately 9 ounces of heroin. Barrientes’ wife, Pauline Contreras 
Barrientes, was not arrested at the time due to a serious heart ailment. “El 
Chocolate’ was known to be the source of supply for several well-known San 
Antonio, Tex. traffickers, as well as some ‘‘out-of-town” peddlers. It is believed 
that this is the largest seizure of heroin ever made in the San Antonio area. 


Califor nia 


On October 3, 1955, narcotic agents of the Los Angeles, Calif., office, assisted 
by local authorities, arrested Jariot McLemore and seized approximately 29 
ounces, 112 grains of heroin which McLemore was about to deliver to an under- 
cover officer. On October 4, 1955, Arthur Glenn MeMillon, an associate of 
McLemore, was also arrested. The investigation which culminated in these 
arrests had been carried on since July 1955. McLemore and Mc Millon had pre- 
viously sold to an undercover officer a total of 5 ounces, 123 grains of heroin. 
McLemore had obtained the heroin in Chicago, Ill., where he had his residence. 





341 


On October 13, 1955, agents of the California office of the Bureau of Narcotics 
arrested Wong Chong Wing at Oakland, Calif., and seized approximately 64 
ounces of smoking and 9 ounces of yen shee (opium residue), in the resi- 
dence of Wong Chong Wing. On October 14, 1955, an additional 7 grains of 
cocaine were seized. On October 21, 1955, further search of Wing’s apartment 
revealed an additional 421 grains of heroin and 98 ounces, 429 grains of smoking 
opium which was hidden behind a bathroom mirror. Gee Gim Tuck, an asso- 
ciate of Wong Chong Wing, was also arrested on October 17, 1955. Also found 
in Wing’s apartment were an opium pipe and other paraphernalia. 


FOREIGN OPERATIONS 


Mr. Ansutincrer. This statement tells about our efforts to suppress 
the international and interstate gangs. 

We have attached to the statement a list of important cases that 
we have made since I was up her last year. 

I would draw particular attention to the cases which were made in 
Turkey. 

There was a case in July, another one in November, and another 
one in December in Turkey where we were allowed to join the Turkish 
police and to go away back into the mountains and uncover a very 
large aerate heroin factory. It was a rather dangerous mission. 
It resulted in pitched gun battles where one of the men on the other 
side was killed. We went in with the Turkish police, and we did 
make acase. That is, we laid the groundwork for it. The November 
case accounted for 680 kilograms of opium, which is over a half ton, 
and 20 kilograms of morphine base. Also at another place we got 
31 kilos. 

The case in December resulted in another 150 kilograms of opium. 

| think that was the outstanding work that we did abroad. 

We have been doing a lot of work in Lebanon, which is regarded as 
our chief source of supply for the eastern seaboard, and we have 
brought this to the attention of the United Nations with a view of 
getting a little more work done by the Lebanese authorities themselves 
because we find that the opium starts in Turkey, goes over to Beirut 
where it is converted into heroin and it is then smuggled into Italy 
and France for transportation to the United States. 

Italy and France have now become strictly in-transit ro 

Also, as a result of our operations abroad we learned of a large 
seizure going into the port of Montreal, some of which was to remain 
in Canada, and a lot of which was to be smuggled into New York. 

Joining up with the Canadian Mounted Police we managed to find 
this seizure as a result of our work abroad, and about 14 kilos were 
seized, which was a rather substantial amount of heroin. The Cana- 
dians have paid half of the award in this case, so that close arrange- 
ment there was rather satisfactory. 


CASES IN THIS COUNTRY 


In this country there are two outstanding cases which I would like 
to bring to your attention. One of them is the case against Sam 
Accardi up in New Jersey. He is an outstanding gangster. I think 
probably that was the best case because of the uncovering of all of the 
ramifications of this gang. 

Off the record. 

(Discussion off the record.) 
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Mr. AnsuinGer. He is still a fugitive, under $75,000 bond. There 
was a great deal of criticism by the grand jury which indicted him 
to giving such a light bond. $75,000 did not mean much to him, so 
we are still looking for him. 

The other large case of importance was a case wherein the seizure 
of 13% kilograms was made from Nathan Behrman and Anthony 
Vellueci. Arrests have been made, but the case is still under very 
thorough investigation by our people, Customs, Intelligence, and the 
United States attorney, and here we do expect to develop a rather 
substantial case. 

Mr. Gary. Is that the recent New York case? 

Mr. ANSLINGER. Yes, the international case. 

Mr. Gary. That was stated in the paper to be one of the largest 
hauls that has been made in recent years. 

Mr. ANSLINGER. Yes, sir; that is true, it is one of the largest ones 
in recent years and we suspect that had its origin in Lebanon, but that 
it had been brought into the United States by way of France. 

[ will not go into all of these other cases in detail. 


NARCOTICS SITUATION IN THE UNITED STATES 


Mr. Gary. Doctor, is the situation in the United States getting 
better or worse? 

Mr. Anstincer. Well, I can give you a reply to that question in this 
form, Mr. Chairman: In 1955 we had reported to us, under our system 
of having the local authorities report drug addicts, 12,703 addicts 
reported by local, State, and our own people, for 1955. 

That is about the same number that we had reported last year. 
Among those were about 1,148 under 21 years of age, and that was 
9 percent of the total. 

The year before it had run 13 percent of the total, so it is still too 
high, but under 21 it accounted for 9 percent of the total. 

Here is where the trouble occurred: Out of the 12,703, in California 
there were 1,301; in Illinois, 1,130; in Michigan, 747; in New York, 
5,266; and in Texas, 1,121. That accounted for 9,565 out of the total 
of 12,000 plus. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. AnstinGer. There was a study made in Chicago under the 
auspices of the Public Health Service, at which time some 4,000 
addicts were studied. Every addict was known to us, and every ad- 
dict was known to the authorities. You have in these five States 
more than two-thirds of the traffic, in the States of California, Illinois, 
Michigan, New York, and Texas. 

In the other sections of the country it has been going down. Here 
is where we are getting the increase, and the increase, I would say, is 
due to one factor alone, and that is because of the fact that here we 
have the lowest sentences in the country. In these five States we are 
not getting the sentences such as we get in other places. 

For instance, I want to read here from a letter from Judge Frank 
McLaughlin in Honolulu. He permits me to quote this. He says: 

Things are tough hereabouts for addicts these days—as a result of Judge Wiig 
and I seeing eye to eye regarding narcotic peddlers. After a few 10-year sentences 
the bovs folded up. 
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This condition is true in Honolulu, in the Northwest, in the Pacific 
Northwest, and all through the South, and in many parts of the Middle 
West, and in the Rocky Mountain States, so our problem here is the 
concentration in these States. 

For instance, in California it would be Los Angeles, and in Illinois, 
Chicago. There is not much in the rest of the State. In Michigan 
naturally it would be Detroit, and in New York, New York City. 
There is practically nothing outside of New York City, and in Texas 
‘tis in all of the cities. Texas is a little unique, in that you have this 
condition in San Antonio, Houston, Dallas, and Fort Worth, and 
Texas is quite a problem. 50, I think it was rather appropriate that 
Senator Daniel was appointed as the chairman of the Senate subcom- 
mittee to investigate the situation, and I believe that he corroborates 
all of the figures that we have given. 

Congressman Boggs has headed up a subcommittee of the Ways 
and Means Committee. They have also held hearings throughout 
the country and I think our interpretation of the traffic and our 
figures and our conclusions have been fairly well—I think almost 
totally supported by the two congressional committees which have 
held many hearings and have heard hundreds of witnesses. 


PRESIDENT’S INTERDEPARTMENTAL COMMITTEE 


Then, in addition to that, the President’s Interdepartmental Com- 
mittee has also gone into this problem, and I think their report should 
be in hand before the end of this month, and that report, I believe you 
will find, also supports the testimony that I have given here year 
after year as to the facts about the traffic. 


CAPITAL OFFENSE FOR SALE OF NARCOTICS 


Mr. Gary. I notice that Senator Daniel following the investigation 
of his committee stated that they were considering a recommendation 
for making the offense of the sale of narcotics a capital offense. 

Mr. Anstincer. Yes, sir; that is in the report, and it is also being 
considered by many groups 1n this country. For instance, the Inter- 
national Optimists Club has passed a resolution calling for the death 
penalty, and in California there is a very substantial number whe 
believe in this. 

Of course, that is a long way from the sentences we are getting 
now when the seller is getting off, especially the first time, with a 
very light sentence, and nearly all of our cases now are those of 
first offenders, not second offenders. For the second offenders they 
get about 5 years, hut for the first offender it is a good gamble and 
he will take it, and nearly all of them are first offenders, and they are 
getting, say, 2 years, and in some cases suspended sentences. So, 
there is a wide variation there between 2 years and the death penalty. 


COOPERATION FROM THE COURTS 


Mr. Gary. Generally speaking, are you getting better cooperation 
from the courts now than you were? 
Mr. Anstincer. Oh, very much so, especially since this committee 


has called attention time after time to the low sentences given. In 





344 


fact, the maximum has risen from 18 months to 48 months, which 
is rather remarkable, in view of the fact that this increase has taken 
place over a period of about 3 years, and it still is low, because 48 
months is the maximum, the maximum average. We see where those 
stiff sentences are imposed that the traffic goes elsewhere. 

Mr. Passman. Will you yield at this point, Mr. Chairman, just 
briefly? 

Mr. Gary. Yes, Mr. Passman. 

Mr. Passman. From 1938 to 1942, I believe under the leadership 
of the then Lieutenant Governor of the State of Louisiana, Earl K. 
long, who was at the time presiding over the State senate, legislation 
was enacted dealing with peddlers of narcotics. Subsequently, Mr. 
Long became Governor of Louisiana and saw that these laws were 
enforced, and in the period from 1948 to 1952, they had the strictest 
legislation in the history of Louisiana, and maybe of the entire South. 
dealing with narcotics peddlers. Very long sentences were imposed 
for those convicted of selling narcotics to adults and to juveniles. 
For some reason, which I shall not attempt to explain, after Governor 
Long went out of office in 1952, and under the present administration. 
they amended the narcotic laws, lessening the penalty for those con- 
victed of selling narcotics. On that basis possibly 10 times as many 
peddlers of narcotics were released as under the prior administration 
of Gov. Earl K. Long. 

Last week Governor Long was elected to serve another term as 
Governor, and, incidentally, with a majority over his four opponents. 
One of his first public statements after the election had been conceded 
to him was that he was going to ask the State legislature to enact 
legislation making it a capital offense for any second offender selling 
narcotics to juveniles. He received national publicity on the state- 
ment. Are you familiar with Governor Long’s plans? 

Mr. ANsLINGER. Yes; I am. 

Mr. PassmMan. Knowing Governor Long as I do, I predict that he 
will succeed in getting this type legislation enacted into law. 

Off the record. 

(Discussion off the record.) 

Mr. ANSLINGER. On the record. 

It was because of the terrible conditions in New Orleans that Con- 
gressman Boggs became interested in the situation, and as a result of 
the grand jurors telling him that all the cases that we have here in 
Federal court are narcotic cases, and it was as a result of letters from 
the grand jurors that Congressman Boggs began his campaign for 
minimum mandatory sentences. 

Immediately the situation in New Orleans began to show improve- 
ment after the act went through. However, the State then put in a 
10-year minimum, a 10-year minimum for all offenses of narcotic 
violations. 

Off the record. 

(Discussion off the record.) 

Mr. Anstincer. After the enactment of that State act which was. 
in our opinion, the best State law because it carried that 10-year 
minimum, all of the peddlers and the addicts left New Orleans for 
Houston, and Los Angeles and elsewhere, and it became so that you 
could not make a heroin case in New Orleans, and much as we tried, 
We just could not come up with a good case because there was not any 
to be had. 
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Mr. Passman. Dr. Anslinger, after the repeal of that act, and the 
reducing of sentences, did you notice an increase in the narcotics 
traffic in New Orleans and in the State of Louisiana? 

Mr. Anstincer. We immediately noticed a recrudescence of the 
old traffic. The judge who sat in those cases said to the violator, 
“You do not have to think that because this act has been repealed 
that | am going to be less severe, because I am not. It is still going 
to be 10 years.”’ Of course, that judge will not be there all the time. 
In other words the law was done away with, and then we did notice 
these pardons. 

Mr. Passman. There has been a record number of pardons? 

Mr. ANSLINGER. Yes. 

Mr. Passman. My understanding is that a lot of them went right 
back into the traffic after they were pardoned from the State peni- 
tentiary. 

Mr. Anstincer. Yes. As a result of the repeal of that legislation 
we have noticed a recrudescence in the traffic again, and I am hopeful 
that that very act, which itself was the deterrent, will be reenacted. 

Mr. Passman. Doctor, I think you can be more than hopeful. 1 
think you can be assured that Gov. Earl K. Long will see to it that 
the old act is reinstated, and that new legislation calling for the 
same type of sentences will be enacted. Knowing the man and his 
determination, in all probability he will get legislation enacted making 
it a capital offense and imposing capital punishment for second 
offenders for selling to juveniles. 

Off the record. 

(Discussion off the record.) 

Mr. Ansitincer. As a result of that previous 10-year minimum 
legislation, New Orleans from having been the worst n: means traffic 
city in the United States, actually became one of the cleanest. 

Mr. PassmMan. Well, the credit goes to Gov. Earl K. Long for 
earnestly and conscientiously seeking that legislation during his 
second term as Governor. 

That is all, Mr. Chairman. Thank you. 


DIFFICULTIES IN SECURING CONVICTIONS 


Mr. Gary. Dr. Anslinger, have you experienced any difficulty in 
getting convictions where you have these very high minimum laws? 

Mr. Anstincrer. Mr. Chairman, in September of 1955, the State 
of Ohio, after a very exhaustive survey, and 64 citizens’ committees 
had been engaged in the survey, enacted legislation making the mini- 
mum penalty 20 years for the sale of narcotics, a minimum of 20 years. 

We wanted to see whether that law really would work, so we went 
into Akron and to Dayton. We made some buys and took them into 
court. They pleaded guilty. In 1 case the judge gave, without a 
hearing, 20 years, and in another case 20 to 40 years. 

We did find one city where just last week we had a very sharp 
controversy in the newspapers with the local authorities about it. 
In another city we wanted to see what the situation was, so we made 
some cases there. Very few of these fellows want to sell under those 
conditions, and if they get 20 years they move on to Detroit or to 
Chicago. We did find some peddlers who were willing to sell. There 
was no trouble about indictments. There were actual pleas of guilty, 
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but in those cases where there were sales the charge was changed to 
possession. Possession carried a 2-year penalty, and the papers are 
still blasting away at them. If that is the way the Ohio law is going 
to be enforced in that particular area we are going into the Federal 
court with our cases because we can certainly do better than that, 
especially with sales, but at any time while the Boggs Act has been in 
effect, and I think it went into effect about 1951, 1 have only seen 1 
case where the judge took an exception in the case of a second offender 
and said he would not send this peddler away for 5 years and he had 
the charge changed in some way. In Ohio, in Dayton, and in Akron 
there are 2 outstanding cases where the jurors had no compunction 
about indicting and there were pleas of guilty because I suppose the 
attorneys felt that they would get off a little better, but they cannot 
get less than 20 years, I think, in Ohio, outside of this 1 place, and | 
think Ohio is going to be a very clean State. 

The same thing i is true, I might say, about Congressman Canfield’s, 
and Congressman Sieminski’s State of New Jersey, you do not have to 
worry about the narcotic traffic in that State. The way the courts 
are passing sentences and the jurors are convicting, there is no problem 
there. 

Mr. Gary. Well, the ideal situation would be a law where there is 
very wide latitude in the courts, and where the courts would realize 
the seriousness of the offense and enforce heavy penalties, is not 
that correct? 

Mr. ANSLINGER. That is right, Mr. Chairman. 

Off the record. 

(Discussion off the record.) 


COMMERCIAL AND ADDICT PEDDLERS 


Mr. Gary. My thought with reference to this, Doctor, is that 
where you get the top men in any dope ring, the men who are deliber- 
ately selling narcotics as a racket, it is about the worst crime there is 
that one can commit because they are undermining the foundations 
of America, particularly when narcotics are being sold to teen-agers 
I do not think the death penalty would be too severe punishment in 
some of those cases. 

On the other hand, occasionally you will pick up a peddler on the 
street, some poor fellow who is an addict himself and has probably 
taken up peddling just to buy dope for himself. To give a man of 
that kind the death penalty would be pretty severe punishment, and 
that is what I had reference to. I know we found in the administra- 
tion of the prohibition laws that where the penalties were too severe 
sometimes the juries just refused to convict, and I wondered if vou 
had had any experience of that kind in the narcotics field? 

Mr. Ansuincer. Not at all, Mr. Chairman. There is no indication 
of that anywhere. 

Mr. Gary. Of course, in the Federal courts the jury does not fix 
the punishment at all. That is done by the court. The jury merely 
finds a person guilty or innocent, but in some State courts the juries 
not only determine the guilt of the accused but fix the punishment. 

Mr. Ansuincer. Well, naturally, we have to follow the Interdepart- 
mental Committee on penalties, but I have seen cases of peddling 
among young people where I suppose that if they had the death 
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penalty I would stand in line, and maybe you fellows would be away 
up ahead of me, to pull the switch, because some cases are really 
tragic and horrible, where a number of young people are destroyed by 
one individuai. 

As to the addict peddler, in the senate of Canada there were 23 
Senators who went out throughout Canada to make an investigation 
of the narcotic traffic in Canada, which is comparable to ours, very 
much on the same ratio, and they had very, very severe trouble in 
Vancouver. 

In fact, they really had an explosion there such as they had never 
seen in Canada—shootings and killings and bank robberies—and 
everything was hooked up with narcotics. And the Senate committee 
could not understand why in Seattle we did not have any traffic. 
Of course they are both big seaports and crossroads. The reason 
was that three Federal judges in Seattle, after conference with the 
United States attorney, just decided to put the traffic down by putting 
those fellows in the penitentiary, which was done. 

So the Canadian Senators—the* went all over Canada and held 
many hearings and submitted their report and they could not dis- 
tinguish and refused to distinguish between the commercial peddler 
and the addict peddler; because they found, as we do here, that the 
addict. peddler enlarges his orbit of customers; he will sell a grain or 
sell 100 ounces, if he can. 

Frankly, regardless of what vou might hear in testimony about the 
so-called addict peddlers—they talk about poor old Joe, the boot and 
shoe peddler, who is only peddling in order to take care of his wants. 
Before I leave this service—and I have been in it for 25 vears—I want 
to sav | have never seen and none of our men have ever seen that 
fellow. 

That addict peddler is just as vicious as the commercial peddler. 
It is just unfortunate that the courts do not recognize that, and a lot 
of sociologists have put out a lot of jargon about this fellow. 

Canada has not come up with that. I think our Senate committee 
here is coming up with the same answer, but is is a misconception that 
this addict just peddles to take care of himself. We have not seen him. 

Mr. Gary. It is very interesting to hear that. 

Mr. ANsLINGER. But they tried to sell that to the Canadian Senate, 
and they would not accept it. They had seen it first hand. But, 
mind vou, it is sort of a popular conception for the traffie in this 
country. And if we try os distinguish, as we have pointed out to these 
congressional committees—if you are going to try to distinguish 
between the commercial peddler and the addict peddler and give this 
addict peddler a little different treatment, he may need psye ‘hological 
help and all that—all of your commercial peddlers are going to become 
addicts. They would be foolish if they did not. 

So that there is a great difference of opinion certainly between 
sociologists and the medical men and the men out on the firing line. 
They see them in jails and hospitals; we see them out where they are 
doing their damage. 


SECOND AND THIRD OFFENDERS 


Mr. Gary. As you know, I have been a very firm advocate of strong 
penalties in these cases, and particularly with reference to the second 
and third offenders and I cannot see why the narcotic penalty for 
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second and third offenders should not be extended to some of the 
other violations of law in this country, such as counterfeiting, forgery 
of Government checks, and so forth. But I am very glad to get vour 
statement with reference to the addict peddler, because there has 
been a great deal of talk about him. 

Mr. Ansuincer. Yes. On the first and second offender, I think 
we have just about gone around our cycle now since the last course in 
picking up first offenders; because there are only about 5 percent of 
those we have picked up that were second offenders, because the older 
offenders stay in the background and get the young hoodlum and sel] 
him the idea it is a good gamble and he might get a suspended sentence 
We have reached the point where we have gone around the cycle and 
have picked up nearly all of the first offenders and should be getting 
second offenders, because we have picked up all of the first-timers who 
wanted to take a chance on that. The second offense carries with it a 
minimum of 5 vears which I believe the 2 committees are going to ask 
to ” increased, and that source will really dry up with the possibility 
of a 5-vear minimum for the first offense. Because you realize the 
man aie gets 2 vears only has to serve about 8 months and is eligible 
for parole, and it is a good gamble, because in that period he is out 
on the streets working and he can get rich. 


CHIEF PROBLEMS 


Mr. Gary. What are the chief problems now in handling this 
situation? 

Mr. ANsLINGER. Our problems now relate to these big cities like 
New York, Detroit, Chicago, the cities in Texas, and Los Angeles. 
There is where we have the big problems and there is where we 
concentrate our small force. 

The next problem is the matter of getting better sentences, particu- 
larly sentences through the State courts. 

The third is the compulsory commitment of the drug addict. There 
is nothing done in this country on that. There is little work going on 
in New York with a hospital there for adolescents. That is not 
exactly a compulsory commitment; it is sort of an admission through 
the court. But we are not doing anything to force the addict to be 
treated today as such. 


CLINICS FOR SUPPLYING NARCOTICS TO DRUG ADDICTS 


Mr. Gary. I noticed in the paper a short time ago there were some 
doctors, I think in New York, who made a recommendation about 
treating addicts and that you took a very strong exception to their 
rec ere dations. Can you tell us something about that? 

Mr. ANsLtinGerR. Yes. There is a group in the New York Academy 
of Medicine that proposes to hand out narcotics to all drug addicts. 
That is not done any place in the world. What it means is the Gov- 
ernment would actually go in the business of selling poisons not only 
to adults, but to adolescents, and there would never be any cures. 
They tried this in the State of New York in the early twenties. They 
had so-called clinics where narcotics were handed out to the addicts 
all over the State of New York. Only 8,000 appeared at those clinics. 
There were some 30,000 who did not appear, because they did not 





349 


want to be known as drug addicts. They bought their supply from 
those who appeared at the clinies. At the time those clinies were in 
operation, we seized around New York 10 times more narcotics than 
we are seizing today. And out of the 8,000 that appeared at the 
clinies, there were only 3 cures, and the Legislature of New York 
abandoned the clinics. 

Here is history repeating itself and you get groups like these doctors 
who have no experience with the problem—certainly none that | 
know of; they might have seen a few addicts come into their offices 
but that would be contrary to international convention and _ also 
Federal and State laws. 

They tried to sell that same thing to the Canadian Senators and 
they took voluminous testimony on it and the 23 Senators were 
unanimously opposed to the idea of making permanent slaves out of 
these poor souls, because there would never be a cure. 

Then in the early days, when we had 75 clinics operating through- 
out the United States, the citizens de iamnded that they be closed 
because it created new addicts. Anyone who had problems just 
went down and got a handout of morphine and became a drug addict. 
It was very simple, because the law was not after them. And it was 
an understandable thing. That svstem has never been in operation 
any place but the Far East where they had opium monopolies and 
drugs were sold across the country. But all that has been abandoned. 
There is only one place where it is going on and they have promised to 
close the shops next vear, and that is Thailand. That is the only 
place. Recently the Shah of Iran, realizing they had a terrific prob- 
a of opium addiction, opium smoking there, and their Minister of 
Health went to the Maijlis which corresponds to our Congress, and 
got a complete prohibition against the smoking of opium and against 
the production of opium. We should benefit greatly from that, 
heeause some of our illicit narcotics come from Iran. That was 
really a great step for that Government to take, because they were 
large exporters of opium. We bought for medicinal purposes from 
lran, but conditions got so out of hand that the Shah decided they 
would just have to stop. And they used to grow six to seven hundred 
tons a year, so you can imagine the amount that was diverted to 
illicit: traffic. 

FOREIGN OPERATIONS 


Mr. Gary. What is the international situation? 

Mr. ANstincer. Our trouble stems now from Turkey, which is trv- 
ing to clean up this matter of opium farmers selling to the illicit traffic 
as evidenced by these cases made in conjunction with our men. 
Lebanon and Red China are still the major sources of supply for the 
entire world. The important victim countries are Egypt, Japan, 
Germany, the United States, and Canada. And, of course, on mari- 
huana, or hashish, all of the countries are suffering from that today. 
There is a great increase in that and, unfortunately, we are not getting 
very far internationally in attacking that problem, because there is a 
hemp industry which is a component of that plant—the Indian hemp 
and in some nations at the present time hashish is sold across the 
counter. And that traffic is growing all over the world. They are 
having trouble in South Africa, in northern Africa, and Egypt and we 
are having our problems here. 
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The Mexican Government has tried to suppress some opium culti- 
vation and the marihuana cultivation. 


MARIHUANA 


Mr. Gary. What are vou doing on that problem? 

Mr. ANsLINGER. On marihuana? 

Mr. Gary. Yes. 

Mr. ANsLinGcER. What we are trying to do in the different research 
centers throughout the world is to attempt to find a plant which does 
not have resinous properties. In Greece, they are making some 
headway. When we can find that plant, we can kill the old Indian 
hemp—outlaw it. We have a pretty substantial hemp industry in 
Wisconsin; so that if we could switch over to this new strain, if we 
can find it, which does not have resin, I think it might have some 
effect here. But the Commission on Narcotic Drugs is somewhat 
concerned about that. 

Since I was here last, we have developed a chemical means at the 
United Nations to determine the country of origin of any seizure of 
opium. We can take any seizure made in any part of the world and 
turn it over to this chemist, a Canadian chemist, Dr. Farmilo who 
made this discovery, and he can tell vou the exact region of the world 
where that opium came from. I am having a little difficulty with the 
United Nations on this score. Up to this time they only want to 
report the country of origin to the country itself and also the seizing 
government. I do not think that is enough. I think they should 
report it to the Commission, so that we can determine if that country 
is the source of the illicit traffic and a danger to other countries. — [| 
am just standing alone there. In time I hope to get them to come 
to an agreement on that because, for some reason, they do not want 
to spread this on the record—to let everybody know this seizure we 
made, say, came from country X. That is nonsense. 


ACTIVITIES OF UNITED NATIONS 


Mr. Gary. How is the program of the United Nations with refer- 
ence to the control of narcotics progressing? 

Mr. ANSLINGER. First, we will take the raw opium. So far the 
protocol ratified by Congress in 1953 is not vet in operation. It still 
needs some ratification by particular countries like Turkey, Iran, and 
India which are certainly the producing countries. Those countries 
which grow opium must ratify this in order for it to become effective. 
The idea would be to cut down the production to medical needs of the 
world as determined by the different governments. As to manu- 
factured drugs—manufactured in the United States, the United 
Kingdom, Italy, France, Belgium, and Germany—so as to stop 
diversion into illicit traffic, they are under excellent control. 

Another great feature of the international control that is worth 
all of the money we pour into the United Nations is the control of 
these new synthetic very dangerous narcotics which are now made in 
all of the big manufacturing countries and new ones coming on almost 
every month—very dangerous drugs. They are actually under com- 
plete control. There is no smuggling of those drugs. That is due toa 
svstem we have set up in the form of limitation of manufacture and 
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control of distribution, except in Japan. They have had a little 
problem with manufacturers in Japan, but no other place in the world. 
And if we had not that control, we would add hundreds of thousands 
of addicts of these terrible drugs some of which are worse than heroin. 
So that one feature alone, I think, is worth all of our U. N. contribu- 
tions up to this time. But on the clandestine heroin factories, that 
is an awfully difficult thing to approach; because you have to work 
under cover with some of the worst cutthroat gangs in the world in 
the Near Eastern countries and also some illicit factories over in 
Mexico. And they are awfully hard to uncover. 


TRAFFIC IN RUSSIA AND RED CHINA 


Mr. Gary. What is the attitude, so far as you can determine, of 
Soviet Russia with reference to this program? 

Mr. Anstincer. There is complete control insofar as the Iron 
Curtain countries are concerned—Russia, Poland, Czechoslovakia, 
Rumania, and Hungary—where there is some considerable morphine 
production from poppies. We have no problem there. Our problem 
is still Red China where, for instance, Burma is suffering greatly 
from that traffic around “Bhamo” the border between Yunnan and 
Burma, Last year the Burmese made 360 seizures of opium, heroin, 
morphine base, and the Burmese are really taking quite a beating 
on that. Most of it comes down through southeast Asia, and Bangkok 
seems to be the cutoff point, the center of distribution. From there 
it goes to Japan, Hong Kong, Macao over to the United States and 
even to England. Recently Air Force undercover men made some 
excellent cases posing as pilots and couriers in detecting some of this 
big Red Chinese traffic from Thailand into Hong Kong, where the 
Hong Kong police made seizures and arrests. They were enormous 
seizures and all that money was going right back into Red China. 

Mr. Gary. Is there any evidence that the Russians are encourag- 
ing that traffic? 

Mr. Anstincer. There is no evidence on that. In China, the evi- 
dence is that it is encouraged there. 

Mr. Gary. Is there any evidence that the Russians are encourag- 
ing this traffic in China? 

Mr. Ansuincrsr. No; there is no evidence of that. In fact I think 
Russia would be glad to see this traffic disappear, because the Russians 
are in the position of having to defend the Chinese and their only 
defense is that it is just lies. That is the only defense they can bring 
up. But we have all of the documentation of seizures and reports 
from all of the governments and they have to defend that traffic. 
But they are in a very bad spot to do it because actually they do not 
believe in it themselves, because trafficking in Russia is a very dan- 
gerous business. 

Mr. Gary. I was wondering if there was any attempt on their part 
to encourage the traffic so that it would undermine the other countries, 
partic ularly the United States. 

Mr. AnstinGcer. There is no evidence there. The evidence is all 
confined to Red China. 

(Discussion off the record.) 
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SALARIES AND EXPENSES 
SUMMARY JUSTIFICATION DATA 


Mr. Gary. We will insert pages 187 and 188 and through the table 
“Analysis of appropriation base” on page 189. 
(The matter above referred to is as follows:) 


Analysis of appropriation base for fiscal year 1957 


hecuwlar anproprisuon, -1950 act... 2 35 oc ea ec ccc cee ck _... $2, 990, 000 
Supplemental appropriation for 1956______........-.-.--.-..-- . 


SIAL OPORTO. MOO 28 nS eee Cec eesak cae cw cemmndis 12 990, 000 
Reductions: 
Activity No. 1. Administering and enforcing the Fed- 
eral narcotic and marihuana laws___________-- .. $8, 328 
Activity No. 2. Executive direction Bi ae ie err 222 
RMN Och Feira nea Seer ee Fe a Sok 8, 550 
Additions: 
Activity No. 1. Administering and enforcing the Fed- 
eral narcotic and marihuana laws___.............. 151, 259 
Activity No. 2. Executive direction_..........._-.. s 2, 981 
Opes. ks : ieee ee aoe ee 154, 240 
Adjustment in base (nest)... ..<... 2.2. 2ccce- ; _.-.-... +145, 690 
Appropriation base for 1957 ‘ a ola ecrcs tics ieee sn 
Increase over appropriation base for 1957. sae chika chasis Bi : 114, 310 
Appropriation estimate for 1957 site tse eae ei aes J 250, 000 
Increase or decrease from total appropri: ation, OI acs marae + 260, 000 


1 Does not include anticipated supplemental for 1956 to cover cost of authorized pay increases. 


Comparison of appropriation base with appropriation estimate for 1957 


Appropriation base Appropriation esti- Increase (+) or 
for 1957 mate for 1957 decrease (—) 
Activity 7 a ae Sd 
Average Average j Average 
positions Amount positions Amount positions Amount 
Administering and enforcing the 
Federal narcotic and mari- 
huana laws oe 360 $3,072,519 383 | $3, 186, 829 23 $114, 310 
2. Executive direction. ___--- ‘ 7 63, 171 7 Beart to 2c5. ae 
Total _- habit nai 367 3, 135, 690 390 3, 250, 000 23 | 114, 310 
Adjustment in base (net) - -_- +4 — 145, 690 : i —4 +145, 690 
Total appropriation 1956, and 
appropriation estimate for | 
Recetas sheep erica 371 2, 990, 000 | 390 | 3, 250,000 +19 | | +260, 000 





GENERAL STATEMENT 


The act of June 13, 1930, created the Bureau of Narcotics and charged it with 
the investigation, detection, and prevention of violations of the Federal narcotic 
and marihuana laws. It supervises the administration of those sections of the 
Internal Revenue Code relating to narcotic drugs and marihuana, the Opium 
Poppy Control Act of 1942, and related statutes, including the administration of 
the permissive features of the Narcotic Drugs Import and Export Act. It 
cooperates with the Bureau of Customs in enforcing prohibitive features of the 
latter act. With the cooperation of the Public Health Service, the Bureau of 
Narcotics determines the import quotas of crude opium and coca leaves. It 
cooperates with the Department of State in the discharge of the international 
obligations of the United States concerning the traffic in narcotic drugs and it 
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cooperates with the several States in the suppression of the abuse of narcotic 
drugs and marihuana in their respective jurisdictions. 

Communist China, some of the near-east nations, and Mexico are the principal 
sources of the opiates which enter this country through the illicit international 
narcotic traffic. Well-organized traffickers smuggle across our borders and 
through our ports all the narcotics consumed by the addicts of this country with 
the exception of a small amount of narcotics and synthetic drugs which are 
diverted from legitimate channels. 

The total number of addicts in the United States today is estimated at between 
50,000 and 60,000 or about 1 addict in every 3,000 of our population. In 
January 1953, the Bureau of Narcotics initiated a procedure for reporting all 
addicts coming to the attention of Federal law-enforcement officials and State 
and local police officers. As of June 30, 1955, 30,384 individual addicts have 
been recorded. Approximately 1,000 new reports are received each month of 
which only about 10 percent are reports of recidivists and transients previousl) 
reported. 

These reports show that heroin and other forms of natural narcotic drugs 

mtinue to be the favorite of addicts in the lower social levels. These reports 
indicate the use of synthetic drugs by certain professional and subprofessional 
groups is on the increase. Also addicts under 21 years of age represent 13.1 
ercent of the total while the majority, or 50.3 percent, are in the 21 to 30 age 
group. Male addicts outnumber female addicts almost 4to 1. The vast majority 
of the addicts are concentrated in the great population centers. Most of the 
addicts are concentrated in the great population centers. Most of the addicts 
support their addiction by engaging in unlawful activities. Even if they did not 
have to do this, they would be a social menace because they invariably spread 
addiction by encouraging others to use narcotic drugs. 

The Bureau of Narcotics now concentrates its major enforcement effort toward 
suppressing the interstate and international illicit traffic. Most of the large cities 
ow have narcotic squads as integral parts of their police force and excellent co- 
operation is received from these State and local enforcement organizations. In 
ocal cases when requested, the Bureau of Narcotics cooperates by giving assist- 
ance; by serving in a liaison capacity between enforcement groups; and by mak- 
ing training and educational aid available wherever possible. 


EXPLANATION OF LANGUAGE CHANGES 


Under the authority of 69 Stat 82, ‘‘the Secretary of the Treasury may make 
expenditures for arms and ammunition” and “not to exceed $10,000 per annum 


Y 


for services or information looking toward the apprehension of narcotic-law vio- 
lators who are fugitives from justice.”’ Accordingly these provisions have been 
removed from the appropriation language. 


A nalysis of appropriation base 


. oan ee Net change in base, 
sree a Adjustments in base increase (+) or de- 
™ | crease (—) 

Activity "es ata cake Nel i, 
Reduc- 
tions 


| Average 
positions | 


seamen Amount Additions Amount 


| 
| 


1, Administering and enforcing the 
Federal narcotic and mari- 
huana laws 


abet gaan $151, 259 +$142, 931 
2. Executive direction --.-..-....-.-- 


2, 981 }-- aie +2, 759 


| 
“| 


Total activities... 371 | 2, 990, 000 8, 550 154, 240 +145, 690 
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Net change in base 


1. Administering and enforcing the Federal narcotic and marihuana 


laws: 
Reduction: Elimination of cost of 1 day’s pay in excess of 52- 
week base since fiscal year 1957 has only 260 working days $8, 328 
Addition: Cost of pay increases authorized by Congress (69 
Stat. 172) " 151, 259 


Net increase in appropriation base ; 142, 931 


2. Executive direction: 


Reduction: Elimination of cost of 1 day’s pay in excess of 
52-week base since fiscal year 1957 has only 260 working 
BOYS ow. : oa Ta a ain a Ga te a 222 
Addition: Cost of pay increases authorized by Congress (69 
Stat. 172) ; + 2, 981 
Net increase in appropriation base +2, 759 
Total net increase in appropriation base + 145, 690 


ADDITIONAL AGENTS REQUESTED 


Mr. Gary. Doctor, would vou just outline briefly the purposes fo: 
which the $105,000 increase will be used? 

Mr. AnsuinGer. That is for the employing of 18 additional nar- 
cotic agents and 5 field clerks. We intend with this money to employ 
those men around New York City, Chicago, and some in Texas 
we are short of men around there—and in Los Angeles. That is 
where these 18 will be used. 

Mr. Gary. In other words, since they are the places where you 
have the greatest number of offenders now, vou are asking for addi- 
tional men to take care of that situation? 

Mr. ANsutinGrer. Yes, sir—additional men in our trouble centers. 


HOSPITALIZATION OF DRUG ADDICTS AT LEXINGTON, KY. 


Mr. Gary. What steps have been taken to bring to the attention 
of the courts the availability of the Federal hospital at Lexington, 
Ky., for the treatment of addicts? 

Mr. AnsuLinGeR. In a magazine put out by the Department of 
Justice, Federal Probation, there are generally very good articles on 
that. This magazine is read by judges and they are all familiar with 
Lexington. They have no jurisdiction over putting them in Lexington; 
that is all in the Department of Justice. 

Mr. Gary. Does that apply to the State courts? 

Mr. Ansuincer. The State courts have no way of committing 
people to Lexington and that is something that Senator Daniel is 
going to introduce legislation on, I understand, to allow the State 
court to commit a man to Lexington. It would be on a reimbursable 
basis, but legislation is required. However, many of the local judges 
know about Lexington, when they get a particularly difficult case 
which cannot be handled in the county, many of them call me on 
the telephone and I suggest that they give this man a 5-year probation, 
have the sheriff take him to our office at Lexington and have him 
committed there until he is cured. Then, if he goes back to his own 
town and relapses, he goes to jail. So, from that point of view, that 
is about the only way the State can do that at the present time 
The county usually reimburses the hospital at $7.50 a day; but 
legislation is required to put that into effect. 
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Mr. Gary. I remember we had a raid in Richmond some time ago 
in Which they picked up a great number of addicts and I read in the 
paper that the court had sent several of those offenders to Lexington. 
On what basis was that done? 

Mr. Ansuincer. They really did not send them; they turned them 
over to the marshal and the Department of Justice and, of course, 
they would follow the judge’s request on that if it is a case of addiction. 

Mr. Gary. This was in the State court. 

Mr. AnsLiInNGER. We would be able to take them only on a volun- 
tary basis. There is no way under State law that you could commit 
them to Lexington. 

Mr. Gary. | remember I had already communicated with you 
with reference to taking one of those men and then he was picked up 
in this raid and the court sent him to Lexington according to the 
newspaper and sent at least one of the others. 

Mr. Anstincer. Possibly they did that along the same line I 
explained to you; they had the sheriff take them down to Lexington 
and then they could be committed through their Kentucky courts as 
drug addicts. In that way they could hold them. Otherwise it 
does require legislation by Congress for the State judge to do that 
locally. 

Mr. Gary. I was interested in that procedure. The State court 
may have given them a suspended sentence on the condition that 
they go to Lexington. I do not know how it was done. 

Mr. AnstincER. That is probably it. That is the way we do it 
when the judges call on us; they get a suspended sentence if they go to 
Lexington. Of course, if he does not go to Lexington in company with 
the sheriff, he will never reach there. 

\Ir. Gary. What is vour situation at Lexington today as toinmates? 
Mr. ANstincer. I think there are close to 1,200 in the institution 
probably 1,150, or something like that. It is almost to capacity. 
There is no longer a waiting list. There was a waiting list here of 500 
some time earlier in the vear and that has all been liquidated now. 
Sut in Fort Worth there are some 350 addicts. The rest of those 
inmates, about 700, are mental cases, I think, brought over from the 

Navy or the Veterans’ Administration. 

Mr. Gary. Several vears ago vou told us there had been an alarming 
increase of teen-agers in Lexington. What is the situation now with 
respect to teen-agers? 

Mr. - NSLINGER. There has been a reduction in that even over the 
past vear, from 13 percent down to 9 percent overall. But in the 
hospital 1 ‘think there are only about 20 or 30 at the present time. 

Mr. Gary. You had over 300 T believe, at one time. 

Mr. Anstincer. Oh, ves. The hospital was crowded with 
teen-agers, but that is not the case now. Of course New York City, 
as it has a hospital, takes up some of the traffic. 

Mr. Gary. I might state that this committee has had considerable 
testimony before it this vear from the Chief Inspector of the Post 
Office Department to the effect that a great many of the crimes they 
investigate of people stealing mail from the boxes, stealing Govern- 
ment checks, and so forth, have been committed by addicts. 1 think 
he said something like 50 percent of those they arrested were addicts 
taking this money with which to buy narcotics. And we had some- 
what. similar testimony from the Chief of the Secret Service, who 











306 


said they ran into a great many addicts in their investigation of the 
forgery of Government checks, and so forth. 
Mr. Ansuincer. Yes. That is a related crime. 


NUMBER OF AGENTS 


Mr. Gary. Of the proposed total employment of 398 in the fiscal 
year 1957, how many are active field agents? 

Mr. ANSLINGER. 244 are active field agents. That is, on the rolls 
today. Of course with the 18, it would be 262. 


PAY INCREASE COST 


Mr. Gary. The President’s budget indicates the cost of the pay 
increases in 1956 is $155,000. Your prepared statement indicates that 
the increase in 1957 over the present appropriation for 1956 for the 
same purpose is $145,000. Can you reconcile the two figures? 

Mr. ANstincrer. May Mr. Thomas answer that? 

Mr. Tuomas. Well, sir, as to the exact statement of reconciliatio: 
I do not have the reconciliation statement before me that I can pre- 
sent to the committee; but, if the committee desires such a statement, 
I can furnish the reconciliation which shows how we projected this 
pay increase from one year to the other. 

Mr. Gary. Will you do that and insert it in the record? 

Mr. Tuomas. Yes. 

Mr. Jounson. Perhaps I can shed some light on that question, 
vou would like. 

Mr. Gary. Yes. 

Mr. Jounson. There is one less working day in the fiscal vear 1957 
than there is in fiscal 1956. 

Mr. Gary. We are getting back to leap year again. 

Mr. Jounson. So, obviously, the pay increase cost relating to that 
day has brought about some slight reduction in the amount that will 
be needed to cover the cost of the pay increase in 1956 as compared 
with the fiscal year 1957. 

(Norn.—The information requested was not supplied in time for 
printing in this record.) 

WORKLOADS 


Mr. Gary. We will insert at this point in the record the workload 
tables on pages 191, 194, and 195 of the justifications. 
(The matter above referred to is as follows:) 


Comparative statement of cases completed for prosecution and convictions received 
7 


Cases completed Conviction sentences Imposed 
} il t 
I is- | Ur ‘ Re - i Total Average Fine 
1 | tered Total | ‘tered | tered Total | years | years | impo 
1951 °7 5, 030 5, 305 68 4,011 4,079 6, 632 1.63 | $112, 201 
1952 204 4,017 4, 281 7( 3, 1h 3, 23 6, 732 2. 08 174, GM 
1953 261 3, 703 64 1 » 601 2, 650 7,011 2. 65 266, 44 
1954 184 2, 647 S31 0 2, 147 2, 197 6, 380 2. 90 269, #2 
19 156 2, 4 2, OY 14 2, OM 2, 134 6, 810 3.19 252, 14 


The following chart portrays the workload activity of the Bureau of Narcotics 
The gradual decrease in the number of cases being processed is a result of the 
3ureau directing its attention toward those traffickers who distribute the illicit 
narcotics in large quantities direct from the source countries. 
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Comparative statement 


| 


| Actual 


1952 


Investigations pending at beginning of fiscal year 
Estimated new investigations 


Total estimated work_- 


Cases completed for prosecution: 
Narcotics 
Registered persons 
Unregistered persons 
larihuana 


Total 
local 


Cases in which assistance was rendered to 
iuthorities 
All other investigations comy leted showing irregu- 


larities or no violations........-- ‘ 4 
Total dispositions 


Investigations pending at close of fiscal year 


Distribution of pe nd ng investi 


Dis- 
trict 


te 
ter 


Number 


Location of headquar 


Boston, Mass 
New York, N. Y 
Philadelphia, Pa 
Baltimore, Md 
Atlanta, Ga 
Louisville, Ky 
Detroit, Mich 
Chicago, Ill 


11, 805 
46, 857 | 


58, 662 


of workload 


Actual | 
1954 


Estimate 
1957 


Estimate 
1956 


Actual 


1955 


3 


5, 861 
45.000 


», O11 
, 300 


7, 128 
44,816 


8, 225 
45, 365 | 


53, 590 51, 944 50, 311 50, 861 


, 000 
5, 000 
$50 


5, 861 


gations July 1, 1955 


Location of headquarters Number 


Kansas City, Mo 
Minneapolis, Minn 
Denver, Colo 

in Francisco, C 
attle, Wash 
Honolulu, Hawaii 
Rome, Italy 


ilif 


om 


otal 


Houston, Tex 
Summary by object class 


Appropria- 


tion Das¢ 


01 Personal services 
02 Travel 
rransportation of things 
Communication services 
Rent and utility services 
Printing and reproduction 
Other contractual services 
pplies and 1 ils 
Purchase of evidence 
Equipt 
$ Refunds, awards, 
lraxes and assessments 


» ater) 


lent 


Total 


OBLIGATIONS 


Mr. Gary. Can you give us the obligations by months to date in 


the fiscal year 1956? 

Mr. Tuomas. I can only give you the accumulated obligations 
through December 31. I can furnish that in a separate statement, if 
you would like. 

Mr. Gary. If you will just insert that in the record at this point. 


Mr. Tuomas. Yes. 











3598 


(The information requested follows:) 


Bureau of Narcotics—Status of appropriation as of Dec. 31, 1955 


Appropriation for fiscal year i956 eee eet $2, 990, 000. 00 
Anticipated reimbursements _ — — -~_--~- Joe aes See Coe 61, 700. 00 
Anticipated deficiency for Public Law 94______.________-___- = 155, 000. 00 





Total available for obligation __-—_-__-_ lias ek hen j 3, 206, 700. 00 
Approved apportionment through Dec. 31, 1955_____._________. 1, 657, 926. 00 


Obligations incurred through Dee. 31, 1955_ socwtcas SO ee. 62 


OBLIGATIONS INCURRED BY MONTHS 


July 1955 : sp Bn $249, 107. 41 
August 1955 ; ne : Bala pe A Wh. eens 293, 759. 15 
September 1955 ; seit ead : 256, 510. 46 
October 1955___ _- < ee sects Raabe hal 249, 616. 32 
November 1955_ -—- es : ane 5; ; 264, 090. 69 
December 1955__- a 301, 524. 16 


SNR ep : Sain a = : 1, 614, 608. 19 
Less refunds______- a ‘ erake re : 266. 57 
Total obligations _ 3 : : 1, 614, 341. 62 


Mr. Canrisip. Doctor Anslinger, I am sure that over the period 
of vears you have been aware of my intense interest in the work of 
yourself and the Federal Bureau of Narcotics. I have always been 
glad to have you come before this subcommittee and make your annual 
report; because, as I am sure you know, I feel that vou are definitely 
the world’s greatest authority on this subject of narcotics addiction. 
You may recall that some years ago, as a member of this committee, 
I sponsore da proposal to see that you got some funds over and above 
those requested by the Budget Bureau to send some special agents 
abroad to work with foreign police for the purpose of bre aking up 
some notorious gang responsible for some of the illicit supplies coming 
into our country. You later testified that those funds, not so large, 
paid terrific dividends. 

NUMBER OF AGENTS 


I am glad to note now that in the preliminary report filed by Senator 
Daniel on behalf of his committee he pays you a compliment for the 
splendid job you are doing “in holding the narcotics traffic to its 
present level, considering its limited personnel and operating funds.’ 
That report says, among other things, that New York City alone has 
more full-time narcotics agents than does the United States Govern- 
ment. It is contended in that report that the present force of 250 
agents is 25 agents short of the number authorized by the Congress 
because of budget and appropriation limitations, and it is also con- 
tended that at least 50 additional agents should be provided at the 
sarliest possible moment. 

Is it true that currently you are short of your authorized number of 
agents? 

Mr. ANsLINGER. Well, we are short the difference between 244 and 
275; with the 18 added this year it will bring the number to 262. 
We are doing the best we can with what we have and we are very 
grateful for what we get. 

As to your first question—it really was not a question—I would 
like to comment on it. The work we are doing abroad for which you, 
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Congressman Canfield, made the appropriation available for us at 
the time—that is, stopping about 50 percent of the traffic from leaving 
the foreign shores: it does account for the fact that the narcotics 
being 1 used here in W ashington, Baltimore, or New York, are only 
about 5 percent pure. If we were not doing that work abroad, 
would probably be 100 percent pure and you would have so many 
more addicts. It is just enough for the 5 percent to go around to 
take care of the addicts today, and a lot of those addicts with the 

) percent that show up at Lexington are not as bad as those they 
used to have; because, the doctors tell us, they do not go through the 
terrible withdrawal symptoms they did when there was sufficient 
heroin available. 

Mr. Canrreip. Presently are you going to be able to recruit the 
men now authorized and then add thereto the new 18 agents you are 
requesting, particularly for your all-important foreign “work? 

Mr. ANSLINGER. Yes, we are going to be able to recruit them. 

Mr. Canrige_p. And you are doing that now? 

Mr. ANSLINGER. Yes, sir. We have them in process. 


COOPERATION OF STATES 


Mr. Canrre_p. Now, as I understand your approach to your most 
important problem, you do not believe in building up here in Wash- 
ington a tremendous police force; you believe that your job in the 
main is to cut out this illicit supply, stop this thing at its source; you 
believe, also, that insofar as the 48 States, cities and towns of America 
are concerned, you must rely on strong local cooperation and local 
enforcement, do you not? 

Mr. Anstincrer. That is true. We have finally aroused the States 
to the point where they are establishing very large narcotic squads to 
take care of the petty peddling and the addict possession cases. Last 
year those forces in those large cities accounted for about 25,000 
arrests. Of course a lot of those were repeaters where the same people 
were taken in raids at different times; but the city fellows accounted 
for about 25,000 arrests, which shows you that is the work we were 
trying to do alone with 250 men. But now that we have the States 
working along with us, it allows us to take care of the international 
trafficker and the interstate and the intrastate wholesale trafficker. 
And I think you will agree that because of the very difficult nature of 
the investigations that we should be free to handle those big cases 
and not worry about these petty street peddling cases. 


RESTRICTIONS ON ENFORCEMENT AS RESULT OF RECENT COURT DECISIONS 


Another thing I wish to point out is that the restrictions that have 
been put on the Federal law enforcement agencies by court decisions 
make it almost imperative that we do nothing but make buys. On 
some of those very difficult conspiracy cases, we are in trouble with 
the court decisions. There are so many court decisions coming out. 
| think last week there was a court decision handed down by the 
Supreme Court where a Federal narcotics agent in New Mexico had a 
warrant and the case was thrown out of the Federal court because the 
warrant was faulty. But he served that warrant and took it into the 
State court and the Supreme Court threw us out on that. We have 
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so many decisions now that the agent making a narcotic case had 
better have about 5 or 6 important court decisions in his mind, or he 
is going to get tangled up. 


SUBSIDIZATION OF OPIUM GROWING BY FOREIGN STATES 


Mr. CanFiE.tp. Doctor, is it true that the growing of opium is 
subsidized by some foreign states? 

Mr. ANSLINGER. Well, in China it just could not be a voluntary 
business because of the widespread areas from which it is distributed 
and exported, for instance Canton and Darien in the north and 
Yunan Province in the south. Of course that is the only country 
where we know the traffic is encouraged. 

Mr. CanFieLp. But in other states, notably in the Middle East, 
the revenue derived from opium means an awful lot in the way of 
funds to the exchequers of those countries, is that not true? 

Mr. AnsuinGER. That, fortunately, is a thing of the past with Tran. 
Tran finally put a ban on consumption and growing. And India had 
a tremendous consumption, as much as 500 tons a year. The Indian 
Congress has decreed that this consumption would cease in 1958, and 
I think the Indians mean that. They have always stuck to their 
agreed word. Pakistan is going to do the same thing. So certainly 
in the Near East we have seen the end of growing opium for revenue 
wiihin the foreseeable future. In 1958 it will stop in India. 

Mr. Canrre_p. But it is still a problem in the Middle East? 

Mr. ANsLinGER. In Iran it was a terrific problem but that has now 
been outlawed. Of course enforcement will be very difficult. 

The only hold-out in this matter of getting revenues is Thailand. 


USE OF NARCOTICS BY AMERICAN TROOPS ABROAD 


Mr. CanFietp. Doctor, you may recall in yesteryear I quoted to 
you statements made by Cardinal Spellman and Billy Graham, the 
great evangelist, upon returning from trips to Korea where they found 
what they believed to be a dangerous addiction among some of our 
troops. They made public statements thereon. Can you tell me 
anything about the situation today so far as our troops in Korea and 
Europe and other faraw ay places are concerned? 

Mr. ANsLINGER. It is not a problem in Europe but in the Far East 
it is a problem, in Japan and South Korea. Dr. Berry, the Assistant 
Secretary of Defense, went over there and I think he was very helpful 
in getting the various branches of the service, alerting them, to take 
rather strong action to bring about a dimunution of the problem. A 
report will be included in the President’s Interdepartmental Com- 
mittee report on that subject and it does show considerable improve- 
ment since the armed services took hold. 

Mr. CanFiEtp. I want to say too, pursuing my concern and work 
on this matter, I suggested to Under Secretary Rose 2 years ago that 
this matter be discussed with the President of the United States and 
that an Interdepartmental Committee be set up. That committee, 
as you have indicated, has been set up, and you tell us a report is 
imminent, and this committee presumably will have it in a few days? 

Mr. ANsLINGER. The report has been prepared and it should be 
issued within a few days. 
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Mr. CANFIELD. Going back to this troops matter, is it not true 
that you have indicated in some of your public remarks, possibly 
before the United Nations groups, that Communists have thought 
in terms of narcotics as a weapon to be used against the West? 

Mr. ANSLINGER. Well, they certainly know that when they export 
heroin it isa poison. If their first objective is foreign exchange, which 
it is, certainly what follows from the sale of heroin, especially in Japan, 
is something rather horrible to contemplate because the Japanese are 
overrun with heroin addiction, more than we are today, and that is all 
Communist heroin and it is peddled by Communist agents, and cer- 
tainly all of the heroin that we are getting in San Francisco comes out 
of Red China, either through Hong Kong or by way of Thailand and 
Macao. They issue the usual party line statements that it is not true. 
Off the record. 

(Discussion off the record.) 


FEDERAL AND STATE NARCOTICS LAWS 


Mr. Canrietp. Dr. Anslinger, there is a Federal law, of course, 
hearing on this situation, and the 48 States all have laws on the sub- 
ject; do they not? 

Mr. ANSLINGER. Yes, sir. 

Mr. Canrie.tp. Do they pretty much follow a model act, or is there 
a discrepancy between the State statutes? 

Mr. Anstincer. They are nearly all the same with reference to 
recordkeeping so that there is no duplication with the pharmacists 
and doctors and so on, but where the difference lies is in the penalty 
provisions. Until Ohio enacted a new State law in September, viola- 
tion of the Narcotics Act in Ohio was a misdemeanor, and from a mis- 
demeanor it jumped to a 20-year minimum, There are 19 States 
that have passed statutes similar to the Federal statute, and in those 
States addiction has fallen off. In Virginia you have a 3-year mini- 
mum and you do not have any trouble. 

Mr. Gary. Then we have higher penalties for second and third 
offenses. 

Mr. ANsLtinGER. In States where they have enacted the same 
penalties as the Federal Government, such as in Oklahoma and West 
Virginia, addiction has fallen off noticeably. 


FEDERAL PENALTIES 


Mr. Canrretp. Will you tell us what the Federal penalties are at 
this time under the Boggs Act? 

Mr. ANsLinGER. Two years for the first offense, 5 years for the 
second offense, and 10 years for the third offense. On the first offense 
it can be suspended. That 2 years is too low, I think, in the opinion 
of all the members of congressional committees that have looked into 
it because there are so many suspended sentences. 

Third offenders we do not see any more. As to second offenders, 
out of 360 cases throughout the South, there were only about 5 second 
offenders 
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CASES TRIED IN FEDERAL AS DISTINGUISHED FROM STATE COURTS 


Mr. CanFieLp. Generally speaking, what cases are tried in the 
Federal courts and what cases are tried in the State courts? 

Mr. ANsLincer. We are not making any cases except sales. We 
are not picking up the addict for possession. We are just working 
on the out-and-out peddler. If we see a possession case coming to 
the Bureau, it is thrown out and we are told to take it to the State 
court so that the State can take it over. There is some trouble about 
that in Texas where the district attorneys are reluctant to prosecute. 

Mr. Canrietp. Dr. Anslinger, like the chairman I was very glad 
to have you tell us the story about Honolulu and Judge MeLaughlin 
pointing up a recent statement he made to you in a personal letter. 
That is very good for this record and I only wish you had many, 
many more to insert in the record from other members of the Federal 
judiciary. That leads me to ask you this question: 


NARCOTICS SITUATION IN WASHINGTON, D. C. 


You recall the tragic happenings in our Nation’s Capital City a 
few years ago, and we had some discussion then too about sentences 
being imposed by the courts. Generally speaking, what is the 
narcotics situation in our Capital City now? 

Mr. Ansuincer. The Chief of Police is gradually building up his 
force of narcotics agents, and, coupled with the compulsory commit- 
ment law, which still is not in too good a shape, and with the in- 
creased sentences handed out by the judges, the situation here is 

vastly improved over what it was when you asked about it several 
years ago or, I think about 2 years ago, when the situation was 
pretty bad. Our forces are working solely on the wholesale interstate 
trafficker. We are making our investigations of these traffickers 
who go to New York and supply Washington. Because the average 
sentence has gone up from 18 months to 48 months, the situation is 
improving and these people are staying in jail, they are not out ped- 
dling. 

Mr. Canrietp. Do you believe the men on the Metropolitan 
Police force, the narcotics squad, particularly the leaders of that 
squad, are aware of the seriousness of this awful menace and are 
doing the right kind of job now, something apparently that was not 
being done in yesteryear? 

Mr. ANSLINGER. | am quite sure there is a complete revolution on 
that. Some of these men have appeared before congressional com- 
mittees and they show a good grasp of the situation. I think you 
will notice in Chief Murray’s report that crime in Washington is 
being reduced, and | think it is principally due to the fact these 
addicts and peddlers are being arrested and put away. 


SYNTHETIC DRUGS 


Mr. CanFieLp. In connection with the rise of synthetic drugs that 
plagues you and causes us great concern, are the laws of our Nation 
and States keeping abreast of that challenge? 

Mr. ANSLINGER. Fortunately, they are. I am happy to say that 
all of the States have enacted legislation similar to the Federal legis- 
lation and we are keeping the line on that. In fac t, the only addic- 
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tion we are seeing due to synthetic drugs is in the professional and 
subprofessional groups. It has not spread outside those groups. 


PERCENTAGE OF MALE AND FEMALE ADDICTS 


Mr. CANFIELD. Is it true that male addicts outnumber female 
addicts 4 to 1? 

Mr. ANsLINGER. That is true as to admissions to hospitals, it is 
true in the hospital for adolescents in New York City, and in all the 
city arrests, of the 25,000 arrests made by the city authorities, 5,000 
are females. That ratio holds true even in all the racial groups. 

Mr. Canrietp. Would you say that is true about barbiturates? 

Mr. Anstincer. I would not say that is true as to barbiturates. 


NARCOTICS TRAFFICKING BY DEPORTEES 


Mr. CANFIELD. Is it true that in these days some of these racketeer 
deportees are known to be involved in narcotics trafficking abroad? 

Mr. ANs~incer. We are running into them frequently in Italy. 
Quite a few have been picked up by the Italian police for trafficking 
in narcotics, Some were deported from this country for white slavery 
and got into trafficking in Italy. 

In New Orleans, Sam Carolla, probably the top racketeer there, 
was deported after serving 5 years, and became involved in the traffie 
immediately in Italy and was building trunks, that passengers use, 
with heroin built inside. Then he smuggled himself into this country 
and was apprehended around New Orleans and again deported. He 
is not the exception. 

Mr. Passman. Off the record. 

(Discussion off the record.) 


REPORTED ADDICTS IN UNITED STATES 


Mr. Canrieip. Doctor, under your present recording system you 
have listed 30,384 individual addicts. Of course, we know that there 
must be many more. You also say that 1,000 new reports are being 
received each month. To me that is a challenging figure and I want 
to express the hope that someway, somehow, all of us will be able to 
cut that figure down, working together. 

Mr. ANsLinGer. They are coming from those five States. 


BARBITURATES DISTINGUISHED FROM NARCOTICS 


Mr. Passman. Dr. Anslinger, of the many habit-forming drugs, 
would barbiturates be considered habit-forming drugs? 

Mr. ANsuincer. It is a habit-forming drug as against an addiction- 
forming drug. An addiction-forming drug sets up tolerance and 
dependence in the body. It is something you cannot very well control. 
The barbiturates you can control unless you take nontherapeutie 
doses, and then you may have the same difficulty as getting rid of an 
addiction. There could be an addiction to barbiturates if you took 
these very, very large nontherapeutic doses. 

: Mr. Passman. Are barbiturates generally referred to as “‘voof 
valls’’? 
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Mr. ANSLINGER. Yes; there are many names of that sort applied 
to them. 

Mr. PassmMan. But the Federal and State laws would not apply to 
the so-called goof balls as to the other narcotics? 

Mr. AnstinGer. There is a law under the Food and Drug Adminis- 
tration that covers barbiturates. The Federal agencies are looking 
into this situation with an idea of having a strong Federal law to 
control barbiturates because of the large abuse that is going on. 
Some scientists believe there is a worse abuse of the barbiturates 
than of the opium derivatives. There has been a bill introduced to 
put barbiturates under the Bureau of Narcotics, which we think is 
a mistake because it would weaken our approach to the stronger 
narcotics. 

Mr. PassMan. What about the recent publicity with respect to 
these “goof balls’? being peddled by the national truckdrivers? 

Mr. AnsutrnGer. I think that was amphetamines distinguished from 
barbiturates. It was a case worked up by the Food and Drug Admin- 
istration. It had to do with a stimulating drug rather than a drug 
that would act as a sedative. They were not barbiturates but am- 
phetamines, which are also the subject of study to see if stronger 
legislation cannot be brought about. 

From what I have seen of both of these problems, I think it is 
something for the local people to control because in any city you 
could get a city ordinance overnight and put barbiturates and am- 

hetamines on the nonrefillable prescription list. For instance, 
Maryland has a very good law on that. We do not see the barbiturate 
abuse in Maryland that you see in other sections of the country. 

There has been drafted a uniform barbiturate law which has not 
been enacted. It has not been pushed very hard. There are many 
loopholes in it. There is such a thing as a refillable prescription for 
barbiturates. We do not allow that for narcotic drugs. And there 
is also an oral prescription. We would under no circumstances 
allow a doctor to ask for a narcotic prescription to be filled on the 
telephone. You do not have a registry number for barbiturates as 
you do for narcotics, and a doctor can call and have a prescription 
filled, which we would not allow. We do not have any diversion in 
our control of the distribution of narcotics for legitimate needs. 
The abuse is all from smuggling. There is no smuggling of barbi- 
turates. There has been no attempt to discuss these two classes of 
drugs on an international basis at all. 

Mr. Passman. And the sale of these barbiturates in the States is 
not a felony, it is a misdemeanor? 

Mr. Ansiincer. I think it is a misdemeanor. All the State 
legislation is very hazy on the subject. 

Mr. Passman. Would it help your office on a Federal level if the 
States should pass strong legislation covering this type of drugs that 
might lead to addiction to stronger drugs? 

Mr. ANSLINGER. That is in the jurisdic tion of the Food and Drug 
Administration, and with their small force they could not control 
the situation from the Federal level. It should be done by the States. 
I think New York and New Jersey have very good barbiturate laws. 
I do not think you see so much abuse there. But the State laws 
should be tightened up. 
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Mr. Passman. Mr. Chairman, may I go off the record a moment? 
(Discussion off the record.) 


PENALTIES FOR NARCOTIC VIOLATIONS IN VARIOUS STATES 


Mr. PassmMan. Dr. Anslinger, do you have a compilation showing 
the minimum and maximum penalties prescribed by the laws of each 
State that you could insert in the record at this point? 

Mr. ANSLINGER. Yes. 

(The compilation furnished follows:) 
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DECREASE IN NARCOTICS TRAFFIC IN PHILADELPHIA 





Mr. James. Doctor, in all the questions this morning having to 
do with the evil of the narcotics traffic, I have not heard one word 
about the Philadelphia, Pa., area. We used to have quite a little 
trouble up there. Do you think things have quieted down or are 
in better shape with respect to this traffic in narcotics? 

Mr. AnsLincErR. Last year the city police made available to our 
office about 3 or 4 young recruits and, joining up with our local 
agents, we came up with 200 cases in the south Philadelphia area. 
We had 1 campaign in the spring and 1 in the fall, and after we took 
about 400 peddlers in the city of Philadelphia, which is quite a lot, 
the commissioner of police there said that crime had dropped in 
Philadelphia by 30 percent almost overnight as a result of that 
activity. There is an example of some of the best teamwork that | 
have ever seen, and it was greatly impressive to Senator Daniel’s 
committee, because they spent some time in Philadelphia and went 
all through the situation as to the traffic, heard a lot of witnesses, 
and they had before them the district attorney, the United States 
attorney, and a local judge who is quite a crusader and who sent 
all of these fellows away for about 5 years, and I have never seen such 
excellent teamwork between the district attorney, the local police, 
and the courts. It was really a great display of teamwork and Senator 
Daniel thought it should be brought to the attention of other cities. 
Of course we have had the same thing in New Jersey, do not make 
any mistake about that, Congressman Canfield and Congressman 
Sieminski, but we did that through coordinating the forces and acting 
as a team. I think even today the commissioner of police in Phila- 
delphia will tell you that crime cascaded downward overnight from 
picking up these people, and they are all in the penitentiaries today. 

Mr. James. Of course crime will go down when the users, who are 
the criminals, are put away, but there was a lot of grumbling about 
the big boys remaining free. 

Mr. Anstincer. There always is that. I think right after that 
grumbling they captured the two ring leaders and the newspapers 
stopped grumbling. But you have to take all the peddlers. The 
two ringleaders were captured. That does not mean we got all of them. 

Mr. James. Of course if you could keep the peddlers out of business 
the big boys have nowhere to go. 

Mr. AnsuinGer. This judge—his name escapes me right now—saw 
to it that the bovs went to the penitentiary. He did a magnificent 
job on those peddlers. 

Mr. James. One of the things that has been very disturbing up there 
is that some of these fellows who have been pushing narcotics have 
also added another line to their business. Just about the same time 
that raid was made, another agency, a State agency in that case, was 
out rounding up fellows who had been pushing narcotics and who had 
gone into the business of supplying whisky to schoolchildren in the 
suburbs. I have heard it said that since that raid the whisky traffic 
has also dropped off. I do not know if the two rackets were combined 
but it has been said that the minor pushers were taking that line. 

Mr. ANsLINGER. I noticed that that activity took place almost 
simultaneously with our raids. 
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Mr. James. I think the work that is being done by your agency is 
one of the most important we have to do for the benefit not only of the 
young people who are coming up, but all victims. 

Mr. ANSLINGER. You should be very well pleased with the way your 
police are taking hold of this thing in Philadelphia. It took them a 
long time to wake up, but they finally did. 

Mr. James. Off the record. 

(Discussion off the record.) 


CURE FROM HEROIN ADDICTION 


Mr. S1eminski. Dr. Anslinger, has there been known to be effected 
a complete cure from a heroin addiction? Is it possible to be cured 
of heroin addiction? 

Mr. ANSLINGER. Congressman Sieminski, it is possible to stay off 
drugs for a rather long period, but whether there is such a thing as 
a permanent cure is still debatable. How long can you stay off of 
drugs if you have once had this experience? You might go along 
5 years, and we would regard that as a cure, then suddenly you have 
an emotional disturbance because of financial difficulties or some- 
thing else and vou find surcease in heroin, and I am afraid you might 
relapse. So such a thing as a cure is problematic. We have seen 
people stay off of drugs for a long time, but never put any blue chips 
on anybody who has been an addict. 

Mr. PassmMan. Off the record. 

(Discussion off the record.) 

Mr. Steminskit. Why would the cure from heroin be more difficult 
than from other types of drugs? 

Mr. AnsutinGer. The experience from taking heroin is far more 
profound than taking it through opium smoking or the use of morphine 
because heroin is about three times more powerful and it does give you 
a physical effect such as you will not experience with any other kind 
of a drug, and it is so attractive to the individual user that once he 
has become addicted he never forgets that terrific experience that he 
has had from heroin as distinguished from other drugs. 

Mr. Steminskti. Would that, then, be one of the reasons why you, 
according to the press, disagreed, or shall we say objected, to the 
motion picture ending in the movie, was it the Man With the Golden 
Arm? 

Mr. Anstrncer. The Man With the Golden Arm. I have been 
beaten over the head by the producer. I notice in England they gave 
it an X which means for adults only. There are three rather dis- 
tinguished Hollywood columnists who apparently agreed with me. 

Sheila Graham was very much alarmed because this picture was 
shown up near a high school in Los Angeles. 

Hedda Hopper, another Hollywood columnist, thinks that the 
effect of showing this picture would be the opposite from that intended. 

And Louella Parsons thinks the picture should never have been 
made. 

So I am not exactly in the minority with three columnists of that 
kind. Here in Washington it got thumbs down 100 percent from all 
of the critics. One said it should not be shown to children. 

Also, I noticed in the Catholic press a very fine columnist who was 
in a debate with the producer on a national television show. He said 
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in his opinion this should properly be entitled ‘““The Man With the 
Golden Aim.” 

Off the record. 

(Discussion off the record.) 

Mr. Ansuincer. In the book Frankie, the gambler, after having 
been suspected by the police of killing the peddler, as he goes up the 
steps to the elevated the police send a bullet crashing through his heel, 
He manages to grab a train as it pulls out and he gets home before the 
police arrive ¢ and they find him hanging from the chandelier. But not 
in the movie. That would not be good box office. In the movie the 
picture ends with him going off with his girl friend who was living in 
the same house at the time he lived there with his invalid wife. 

Mr. Steminskr. How should the picture have ended according to 
your experience in the Bureau? 

Mr. Ansuincer. Just the way it ended in the book—by suicide 
In all of the troubles Frankie had, he could not solve anything except 
by heroin, so finally he realized that and that was the end of it. 

Mr. Fale MINSKI. In other words, you mean death awaits the addict? 

Mr. Ansuincer. If he cannot solve his life any other way. He will 
only live about two-thirds the life of a nonaddict. 

Mr. Steminsktr. Off the record. 

(Discussion off the record.) 

Mr. Steminskt. Doctor, would you care to observe for the record 
what you believe the motivations of the attack against you were? 

Mr. Ansurncer. I will have to answer that off the record. 

(Discussion off the record.) 

Mr. SreMINSKI. So that we can say, Doctor, that this attack 
on you in the press that has taken place has been motivated by rather 
sordid approaches? 

Mr. ANsuINGER. It had to do with the money expected ri 
the theater wickets. The producer, Otto Preminger, contrived t 
bring about a controversy so as to get good box office. 


STATUS OF APPREHENSIONS AND CONVICTIONS 


Mr. Steminskr. A few years ago, Doctor, in your presentation 
you listed apprehensions and convictions by States and it was rather 
an impressive rolleall in terms of enforcement as well as detection. 
Generally has that picture improved? 

Mr. ANSLINGER. It has improved except in the States of California, 
Illinois, Michigan, New York, and Texas. It has improved elsewhere. 


NUMBER OF KNOWN ADDICTS IN UNITED STATES 


Mr. Steminskr. Could you tell us, roughly, the number of addicts 
there are in the United States, known addicts? 

Mr. ANSLINGER. We have been getting reports on addicts for about 
3 years now. We have something over 30,000 and as this investi- 
gation in Chicago showed, every addict within a period of a year or 
two comes to the attention of authorities. In our estimate of 60,000 
we have been very careful in trying to be on the high side. That has 
been substantiated by joint committees in Congress after hearing 
the evidence and also by the Interdepartmental Committee. 
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USE OF NARCOTICS BY JUVENILES 


\Mr. Steminskt. I am advised that there are about eight out of 
every thousand juveniles in the United States who are delinquent, 
that is the ratio. So for every 992 good boys and girls we have 8 
who have had trouble, if I read the statistics correctly. Would you 
be able to estimate of that eight, if those figures are correct, what 
percentage might be in trouble with narcotics? 

Mr. Anstincer. I am taking the 1954 figure of 350,000, the number 
that went through the courts, the juvenile delinquents that were 
processed through the courts. 

Mr. Sreminski. Yes. 

Mr. Ansutincer. I think there were about 1 million picked up, and 
550,000 processed through the courts, and ae 1 and 2 percent 
of those had narcotic violations in their records, but that did not tell 
the whole story because among that 350,000 picked up there were also 

. lot in there who were pic ed up for crimes as a result of taking 
suena drugs. 

Mr. Steminskr. And you have not yet been able to pin point that 
figure for national consumption? 

Mr. Anstincer. No, only except the figure of 350,000, and between 
| and 2 percent were up for narcotics violations. 

Mr. Sieminski. Do you know if any sociologists are still interested 
in this figure on narcotics? 

Mr. Anstincer. Yes, they are very much so. Studies are being 
made by Dr. Chein in New York and this group in New York, and 
also in Chicago. They are most profound studies and they are really 
vetting right down into the facts, and they are finding out what is 
causing all of this. 

Mr. Sipminski. Would you know how many juveniles there are in 
America? 

Mir. ANstincer. No; 1 do not have that figure. 

Mr. Steminski. We are told that there are about 20 million people 
in this country who are 60 or 65 vears of age or over. 

Mr. ANSLINGER. Yes. 

Mr. Steminskit. We know what the population of the country is, 
and if you divide it by 4 vou about find the number of families, and 
if you divde the number of families by 2 it is said that you will get 
the number of children, but I do not recall seeing any figure on how 
Inany teen-agers there are in the United States. 

Mr. Anstincer. No; I do not either. 

Mr. Sreminski. I think with all of the publicity that has been 
viven to juvenile delinquents with the ratio of 992 to 8 out of 1,000 
that we ought to be able to get that figure somewhere. 

Mr. Ansuincer. That 1 million figure that has been brought to 
the attention of the authorities would be about right, would it not, 
according to your calculation? 

Mr. Steminskr. Thank you very much, Mr. Chairman. 


NARCOTIC SITUATION IN CHICAGO 


Mr. Murray. Dr. Anslinger, I notice in your distribution table of 
pending investigs tions you disc lose that the number of investigations 
in Chic: ago actually is below the cities of New York, Baltimore, At- 
lanta, Ga., Houston, Tex., Denver, Colo., Honolulu, and Kansas 
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City, Mo. I was wondering if that is an indication that the problem 
is becoming better in Chicago? 

Mr. Anstincer. No. That figure is a little misleading, because 
after all oc you take, say, the city of Denver as compared with 
Chicago, in Chicago we are trying to conduct our investigations 
solely ags saat the ringleade rs, So we are sending all of the minor com- 
plaints over to the local police squad. I think that there are 80 men 
on the Chicago police squad. We have probably not more than 20 
men in Chicago, so we are shifting the load of the petty complaints 
over to the police department, but we are working jointly on the large 
rings. So, those figures would not show the situation as it exists. 

Mr. Murray. I see. Would you say that the situation has been 
getting better in Chicago? I know we have recently increased our 
penalties to where those penalties are now greater than the Federal 
penalties, and I know that our State’s attorney in Chicago, Judge 
Gutknecht, has placed particular emphasis on the narcotics problem. 
Have you noticed any results of that? 

Mr. Ansutincer. No. I will tell you what has disturbed us about 
Chicago. In the last year it has suddenly become the source for 
Detroit, Cleveland, and St. Louis. Formerly the source for Chicago 
and those areas was New York. Now, the source has moved to 
Chicago, meaning that we have to do a lot of work there, and we have 
just sent five additional men in there to help out on that situation, 
because I am just a little disturbed that the source should suddenly 
shift to Chicago. 

I have noticed the testimony of your local officials before these 
various investigating committees and they all press for heavier 
penalties. That was their main point, and they said if we can only 
get heavier penalties, why, we can reduce this situation. 

Certainly, it is not as bad as it was in 1951. That was certainly 
the peak in Chicago. It was really very bad then, but now it has 
gone down to some extent, but it is still bad. We take New York, 
Los Angeles, and Chicago in that order. We take New York first, 
Los Angeles second, and Chicago third. We are going to throw our 
forces into this matter of Chicago being the source, because peddlers 
from Detroit, St. Louis, and Cleveland are going into Chicago instead 
of to New York. Now, it has to come to Chicago from some place. 
The big stuff, of course, comes to New York, but these rather sub- 
stantial traffickers in narcotics used to go to New York, and they 
now go to Chicago. The big stuff comes to New York, and there is 
some Mexican stuff coming into Chicago. 

Mr. Murray. How do you find the cooperation between your 
agency and the local police? 

Mr. AnsuinGer. I think there is a situation there that is rather 
hard to improve on, because there is the greatest respect both ways. 
It is not a one-way street at all. 

Mr. Murray. 1 wanted to make the statement for the record 
that I know from my association with the Chicago authorities, 
and particularly the State’s attorney of Cook County, that our local 
authorities find that they are getting real cooperation from the Bureau 
of Narcotics, and particulary your agent in charge in Chicago, and I 
would like to have his name for the record. 

Mr. Ansuincer. Albert Aman. 
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Mr. Murray. Yes, Mr. Aman. They feel that he is probably the 
finest man in that field locally. 
Mr. ANSLINGER. Yes. 


LOCAL TREATMENT OF ADDICTS 


Mr. Murray. When a local judge sends addicts down to Lexington, 
he loses all jurisdiction over the individual. Where he orders out- 
patient treatment at some local hospital he also loses jurisdiction over 

the addicts. I and others feel that it is necessary to have a hospital 
for treatment of these addicts locally. I feel that such a hospital 
should be a security type hospital, rather than the ordinary hospital. 

What would be your comment on that, Dr. Anslinger? 

Mr. Ansurncer. I think in the cities of New York and Chicago and 

Detroit, because they are talking about a hospital there in Detroit, 
that they should have local institutions there of the highest security 
type, just as the institution at Lexington is a type of high security 
hospital, because unless you can keep smugglers from getting the stuff 
into these hospitals you are not going to accomplish very much. On 
this subject of after-care which you are thinking about, recently the 
United States Public Health Service has embarked on a program to 
see if they cannot set up in the local communities a postcustodial 
care of the saaes to see that they do not leave the hospital and go 
back into some form of recidivism, and one of the suggestions made 
here the other day was that Congress in enacting legislation which 
would permit a State to commit to Lexington should put a provision 
in there that they can do that provided they set up a system of post- 
custodial care, like in Chicago there would be a city, county, or State 
community to which these people could return and they could find 
jobs. They could be examined by psychiatrists once in a while. 
That is sadly needed in these big cities like Chicago. 

[ have not seen very much activity in Chicago on that score, but 
there was a clinic there, and I believe it was run by the city. It did 
some very good work among these fellows who were addicted, and 
they gave them advice and gave their families advice, and then after 
they were discharged from Lexington they went back there. Now, 
such a program as that needs to be enlarged very much in the big 
cities. 

The Public Health Service is going at that right now very aggres- 
sively, especially in Chicago. 

Mr. Murray. On that question of the hospital, Dr. Anslinger, 
some of the judges that have dealt with this situation in Chicago have 
advised me that actually you cannot consider the question of narcotics 
a local problem in a city ‘like Chicago or New Yor k, or in any of our 
creat big cities because what they have experienced is that the addicts 
found in Chicago, for example, might have come from any are: 
Addicts in any rural area will normally go into a big city, because a 
person is not noticed as much there as he would be in a smaller com- 
munity. In that respect I think it is actually a national problem, and 
that the smaller communities should be just as much aware of it as 
in the cities where the result of the problem is felt. I was wondering, 
along that line, whether you would care to comment on whether or 
not you feel that would be a matter of Federal jurisdiction rather than 
State jurisdiction, that is, such a hospital? 
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Mr. ANsLINGER. Well, insofar as the treatment of the addict goes 
I think right now there are sufficient facilities available in Fort Worth 
and Lexington to take care of the situation provided we get legislation 
which would enable those local courts to send them either to Fort 
Worth, where I think we could have 700 more beds available, or to 
Lexington. I think that part of the burden the Federal Government is 
willing to take on, but itis not willing to build another hospital. 

There is a lot of agitation in New York for the Federal Government 
to put a hospital up there. There is talk right now of abandoning this 
hospital for adolescents, which is run jointly by the city and State. 
I do not see why they should abandon it, because even though that 
might not be quite the great success in figures that they anticipated 
there is certainly some plac e to send them. 

I have noticed a reluctance on the part of addicts in the North when 
we want them to go to a southern hospital, like Lexington. They think 
there is some discrimination there. 

Mr. Murray. Let me explain the problem that I experienced with 
the Lexington Clinic when I was with the State’s attorney’s office as 
an assistant State’s attorney. We had a case involving a forfeiture on 
a bail bond predicated on the failure of an accused, a dope addict to 
appear at her arraignment. This addict had committed some mis- 
demeanor. The defense to the forfeiture was that this girl had gone 
down to the Lexington Clinic for a narcotics cure, and had submitted 
herself voluntarily. We wrote down to Lexington, Ky., to check on 
the accuracy of the story as to whether or not she ever voluntarily 
submitted herself. We were advised by the head of the hospital that 
under the rules and regulations of the hospital they could not disclose 
any information as to an individual who made a voluntary commit- 
ment. 

Now, how is it possible for a judge to check up on a voluntar) 
commitment, which is the only type of commitment we have possible 
under present legislation? 

Mr. Ansuincer. I might say that you are right up on this problem, 
because that particular situation is up for discussion right now. It 
will probably become part of the legislation which Senator Daniel is 
going to introduce. Congress provided that as to anyone admitted 
there voluntarily that the name could never be disclosed. They will 
not give me the names of any of them unless I put a person in there 
and he waives his right to secrecy. Then I can find out how he is 
getting along. Congress provided as to anyone admitted there 
voluntarily that the name could not be disclosed. 

Mr. Murray. You are absolutely right on that because it certainly 
frustrates a prosecutor and the police where somebody gets into 
trouble when they are addicted and rush down to Lexington, and 
you cannot find out about them. 

Mr. Ansuincer. I think the committee is going to ask Congress to 
repeal that section which would have pe ‘rmitted vou to get the name 
of a person. I really do not think that it would be dangerous, or that 
it would be the subject of blackmail or something like that, because 
certainly if State officials want to know whether this girl who com- 
mitted a crime went to Lexington they should be able to do so. It 
may be that fugitives will hole up in Lexington, but I have been able 
to get the cooperation of the people. However, under this act of 
Congress they are not permitted to give any names, so that will be 
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corrected, and it will be very necessary in view of the postcustodial 
eare that the Public Health Service is trying to bring about. 


JURISDICTION OF STATE AND FEDERAL OFFICERS 


Mr. Murray. Rather than have jurisdiction merely in local police 
and in your narcotics agents over our Federal law and State law would 
it be at all feasible to confer (1) Federal jurisdiction on State police 
officers and, (2) State jurisdiction on your Federal narcotics agents? 

Mr. Ansuincer. Well, that works out pretty well today. 

In view of the restrictions against search and seizure which are 
placed on us by the courts, and in view of the many, many disabilities 
that we have when we immediately see that we are going to be before 
a court on these cases, we call in the State men and put the case right 
in their hands. 

Some of the biggest cases, some that I have reported to vou here, 
were put into their hands, and they took them into the State courts, 
and we will not appear there because there would be a good argument 
there for a smart lawyer, particularly in Chicago, and the Chicago 
police on a good case, especially if we have a forfeiture, will come right 
into the Federal court. In fact, it works so well today both ways 
that there would be no necessity for legislation because the situation 
is particularly good in New York and Chicago where both law enforce- 
ment agencies, realizing their limitations, know we can do better with 
this in a Federal court, and they did better in a Federal court, and 
we did not take this into the State court. It works out very well 
I way. 

Mr. Murray. In other words, you feel that the present situation 
works out just as well—in some cases even better. 

Mr. ANSLINGER. Yes, in most of the cases that we make it is better. 

Mr. Murray. Off the record. 

(Discussion off the record.) 

Mr. Murray. I just have one last question, and I would like 
vo off the record with this last question. 

(Discussion off the record.) 

Mr. Murray. Thank you, Dr. Anslinger. 

Mr. Gary. Dr. Anslinger, I want to say to you that this committee 
is very much interested in the problem that you are facing. We feel 
that the narcotic laws must be enforced and we are anxious to cooperate 
with you in any way that we can to bring about proper enforcement. 

We believe that this is one of the great problems facing America 
at the present time, and certainly we want to do whatever we can to 
help you solve it. 

Mr. Ansurnaer. Thank you very much, Mr. Chairman. 

Mr. Gary. The committee will recess until 2 o’clock, at which time 
we will take up the Bureau of Engraving and Printing. 
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WEDNESDAY, JANUARY 25, 1956. 
BUREAU OF ENGRAVING AND PRINTING 


WITNESSES 


H. J. HOLTZCLAW, DIRECTOR 

F. G. UHLER, CHIEF, OFFICE OF RESEARCH AND DEVELOPMENT 
ENGINEERING 

C. E. DEERY, CONTROLLER 

A. J. WILSON, ASSISTANT CONTROLLER 

R. W. HALLOCK, BUDGET OFFICER 


Mr. Gary. We consider this afternoon the Bureau of Engraving and 
Printing. No appropriations are requested for this Bureau, because 
it has been placed under the business-type budget system and the 
Bureau is reimbursed by the various departments for the work it 
does for those departments. This system has worked very satis- 
factorily with the Bureau. They appear before us each year, not- 
withstanding the fact we do not have to make an appropriation, to 
give an accounting of their stewardship. 

We are very glad to have Mr. H. J. Holtzclaw, the Director of the 
Bureau of Engraving and Printing, with us this afternoon. We shall 
be very glad to hear from you now, Mr. Holtzclaw. 

Mr. Houtrzctaw. Mr. Chairman, I have an opening statement; 
but, before I read it, I would like to say, both for my associates and 
myself, that we consider it a privilege to appear before this com- 
mittee. 

The Bureau of Engraving and Printing is responsible for manufac- 
turing United States currency and Federal Reserve notes, United 
States bonds, and other certificates of indebtedness as well as most 
of the other evidences of a financial character issued by the Govern- 
ment, such as postage, internal revenue, customs, and savings stamps. 
In addition to these and other functions, the Bureau conducts an 
extensive research and development program in order to maintain a 
high standard of quality in its products and to effect, wherever pos- 
sible, economies and improvements in the operations under its control 

The Bureau operates under a working capital fund established in 
accordance with the provisions of Public Law 656, approved August 
4, 1950. All work is performed on a reimbursable basis and business- 
type accounting and budget procedures are emploved. Operations 
for the fiscal year 1955 were completed with a loss of $35,164. This 
loss, which was due primarily to the payment of retroactive pa) 
increases to classified employees toward the close of the fiscal year, 
will be recovered in subsequent billings to customer agencies in 
accordance with the provisions of the law which established the fund. 

The anticipated work programs outlined in our budget presentation 
reflect a 15 percent decrease in the requirements for currency for the 
fiscal years 1956 and 1957 when compared with the fiscal year 1955. 
This decrease in currency requirements is offset by an estimated 
increase in the requirements for postage and revenue items, which 
results in the overall volume of work to be produced for the fiscal 
vears 1956 and 1957 being substantially the same as that for 1955. 
The level of operations which was $26.8 million in 1955 is expected 
to be $26.4 million in 1956 and $26.8 million in 1957. 
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With respect to the production of currency which, from the stand- 
point of operating costs, is the largest single item manufactured by 
the Bureau, the substantial decrease in the requirements of the 
requisitioning agencies has had a marked effect on the manpower 
situation in the Bureau. For your information I would like to point 
out that from the fiscal year 1954 to 1956 requirements for currency 
have been reduced by approximately 35 percent. As a direct result 
of the reduction in the workload requirements for currence y, it became 
necessary to abolish the positions of 48 plate printers, effective October 
31, 1955, in addition to those plate printers who were separated through 
normal attrition during the past 2 years. Each of the 48 plate 
printers declared surplus was offered reassignment to a permanent 
status position at lower pay. 

Had not this reduction in force of plate printers been made, the 
inventory of 27 million sheets of currency on hand as of October 31, 
1955, would have increased to an estimated 39,400,000 sheets by June 
30, 1956, with a further a increase to 55,700,000 sheets by 
the close of the fiscal vear 1957. Since the Bureau needs a goods in 
process inventory of only 6 million sheets for normal processing oper- 
ations, based on current requirements, it is obvious that steps had to 
he taken to stabilize and control the currency inventory on hand. 
Otherwise, it would have been necessary to divert funds earmarked 
for the replacement of wornout building appurtenances and the pur- 
chase of equipment required for the Bureau’s planned modernization 
program. To have continued to build an excessive inventory would 
have caused the Government to forfeit the recurring annual savings to 
be realized through prosecuting such a program in accordance with 
sound business practices. 

In previous hearings before this committee I have pointed out that 
the Bureau is cognizant of the need to comply with the statute which 
authorizes the Secretary of the Treasury to have securities produced 
in the Bureau of Engraving and Printing providing it can be done as 
cheaply, as perfectly and as safely as elsewhere. In order to fulfill 
its statutory obligations, the Bureau has continued to subscribe fully 
to a policy of bringing about simplifications and improvements in its 
operational procedures which would result in savings to the agencies 
served and to the Government as a whole. 

To date the most significant improvements have been associated 
with currency which, as previously stated, is the main production item 
of the Bureau. Further important changes and improvements are 
contemplated in this area and in other major activities in which the 
sureau is engaged. In the budget justifications before your com- 
mittee we have briefly referred to the installation of five new type 
presses for the production of postage stamps. We spoke of the 
development work on these presses at last year’s hearings. These 
presses, Which embody many new features, were designed to bring 
about improvements in safety and conservation of raw materials as 
well as increased efficiency and economy of operations. Also ref- 
erence was made to the experimental work being conducted in the 
Bureau to develop press equipment capable of printing currency 32 
subjects to the sheet by the dry intaglio process in order to realize 
the substantial reduction in operating costs associated with this 
project. To date significant progress has been made in this direction 
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and it is believed that it will be possible in the near future to bring 
about the procurement of more modern type presses for this purpose. 

In the interest of keeping the committee fully informed as to the 
nature of all new programs being undertaken by the Bureau, I would 
like to take this opportunity to identify a few other important projects 
currently in the process of evaluation which, if successfully adopted 
for use in Bureau production procedures, will effect further economies 
in our operations. 


AUTOMATIC REPLACEMENT OF DEFECTIVE CURRENCY NOTES 


Engineering studies conducted in the Bureau have led to the award- 
ing of a contract in December 1955 for the construction of a pilot- 
model machine for <a automatic replacement of defective currency 
notes with the special series of printed notes, commonly referred to as 
“star”? notes. 

At the present time, currency is examined in sheet form with thi 
defectively printed notes marked by examiners for removal. After 
further processing the sheets are cut into individual notes, after which 
the defectively printed notes are removed manually and replaced 
with perfect “star” notes. It has been estimated that the successful 


adaptation of production units of the contemplated automatic equip- 
ment will, at high speed, accurately perform an operation now don 
by hand and thereby effecting considerable monetary savings. 


COIL STAMP PROCESSING MACHINE 


A contract was awarded in August 1955 for the design and con 
struction of a prototype coil stamp processing machine for certain 
types of postage and revenue stamps. ‘The present procedures em- 
ploved in the processing of these stamps into coil form entails numerous 
hand operations and it is intended that the new equipment will, 
through automatic controls, eliminate or consolidate a number ol 
these manual functions. Provision will be made to insure that the 
quality of the finished stamp coils equals or surpasses that attainable 
with coiling equipment and methods currently in use. In addition, 
the equipment will be so designed as to be readily convertible to 
process work up to 432 subjects per sheet contemplated to be printed 
on the new postage stamp production presses currently being installed 
in the Bureau as “compared with the maximum of 170 subjec ts which 
can be printed on the present type rotary presses used for printing 
coil work. It is anticipated that substantial savings will be realized 
in the printing and processing operations upon the installation of 
production units of this type of equipment. 
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OTHER STUDIES 


In addition to the foregoing the Bureau has, after a considerable 
period of study and evaluation, expanded the use of automatic 
counting machines at various stages in the manufacture of currency 
and stamps. Similar studies and development work have resulted also 
in many items formerly produced by the wet intaglio process in sheet 
form on flatbed presses now being produced in a more efficient and 
economical manner by the dry process. 

In conclusion I would like to state that the Bureau will continue its 
efforts to fulfill its statutory obligations by realizing, wherever pos- 
sible, economies in the various operational procedures. This is in 
keeping with the policy of the Secretary of the Treasury, who re- 
cently directed bureau heads to redouble their efforts to reduce 
‘Treasury expenditures as an aid in balancing the budget by June 30, 
1956. While every reasonable attempt will be made to coordinate 
modernization with the normal attrition of the labor force, it must be 
recognized that with the successful development of the technological 
projects indicated herein reductions in the Bureau’s manpower re- 
quirements will be inevitable, with a possibility of further involuntary 
separations. 

Mr. Chairman, I] would like to reiterate my previous invitation to 
the members of the committee to visit the Bureau to see firsthand 
some of the accomplishments that have been made to date as well as 
those research projects which are currently under study. We believe 
that you would find them of interest and we would be delighted to 
have you come, 


DELIVERIES AND COST RATES FOR VARIOUS ACTIVITIES 


Mr. Gary. Thank you, Mr. Holtzclaw. We will insert at this 
point in the record the table of Deliveries on pages 205 and 206, the 
table of Unit Costs on pages 207 and 208, and the table of Total 
Costs on pages 209 and 210 of the justifications. 

The matter above referred to is as follows:) 
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BuREAU OF ENGRAVING AND PRINTING FuND, TREASURY DEPARTMENT 


Statement showing comparison of all deliveries in 1955, 1956, and 1957 


| 
Class of work by activity 1955 actual 1956 estimate 1957 estimat 


Printing of currency: Units Units Units 
- | 


United States______- ess 1, 230, 744,000 | 1,054,836,000 | 1, 051, 444, 000 
Federal Reserve notes. - - -- 536, 540, 000 454, 280, 000 | 460, 000, 000 


NE gcc ee | 1,767, 284, 000 1, 509, 116, 000 | 1, 511, 444, 000 


Printing of stamps: | 
Internal revenue: | 
Plate printed 
Rotary, miscellaneous-.---.....-- 51, 720, 52, , 000 128, 320, 
Flatbed, miscellaneous : 108, 961, 34, 758, 458 | 44,510,7 
Offset printed: | 
Bottle strip: 
Red, 44 pint to 1 gallon_-_- . 1, 291, 299, 1, 300, , 000 1, 942, 500, 000 
Green, 42 pint to 1 gallon_.- ; set 41, 450, 100, , 000 179, 100, 000 
Cigarettes, class A _- ‘ ---| 18, 824, 152, 18, 900, , 000 20, 044, 820, 00 
Tobacco, strip, 4 ounce to 344 ounces___-._- 885, 762, 885, : | 683, 668, 000 
Other__..- 7 809, 650, 724, 637, 2! | 583, 903, 300 
ME ee eacccee .| 22,012, 996, 21, 997, 160,748 | 23, 606, 822, 000 
United States postage: 
Plate printed 
Rotary: 
Ordinary sheet 14, 640 , 932 623, 000, 000 14, 726, 000, 000 
Book, ordinary and airmail 1, 90S AR) 2_ O88. 000. 000 2. O88. 000, O00 
Coil, ordinary and airmail 4, 864 000 4,973, 850,000 | 5, 155, 400. 00 
Commemorative YSO, ! 685 , 800, 000, O00 | 1, 300, 000, 000 
Airmail, small (400 subject) 612, 202, 900 611, 000, 000 | 650, 000, 000 
Airmail, large (200 subject) 110, 650 120, 000, 000 | 120, 000, 000 
Postage due 216, 667, 450 2210, 000, 000 221), 000 O00 
Special delivery 59, 962, 400 60, 000, 000. | 60, 000, 000 
Other (certified mail) 52 000 5, 000, 000 5, 000, 000 
Flatbed: Miscellaneous 79, 750 85, 600, 000 85, 600. 000 


Total : a , 247 | 24, 450, 000 24, 410, 000, 000 
Other stamps 950 276, 750, 000 281, 750, 000 


Printing of paper checks, commissions, certificates, etc. 
Checks (paper ; 530 39, O85, 700 35, 615, 7 
Government requests for transportation ! . , 267, 600 
Commissions, certificates, etc.: 
Plate printed 117, 425 261, 756 263, 056 
Offset printed , 174, 099 , 826, 280 9, 945, 745 


Total oe » 5 654 173, 736 45, 824, 501 


Printing of bonds, debentures, etc.: 
United States savings bonds: 
Plate printed : bedie pees. 23, 601, 000 5, 635, 000 5, 965, 000 
Offset printed se ciekes 71, 487, 000 88, 365, 000 | 9, 135, 000 
Treasury bonds, notes, etc_- eee rg = 2, 647, 354 2, 038, 000 | 2, 031, 500 
Miscellaneous bonds, debentures, etc a cee 688, 126 422, 100 | 324, 600 
Postal savings certificates ? area : 2, 661, 590 
99, 456, 100 
336, 899, 800 


Total. ‘ 101, 085, 070 96, 460, 100 | 
Purchase of card checks--- 301, 380, 000 329, 479, 600 


Grand total 48, 029, 413, 419 | 48, 346, 590, 184 50, 292, 196, 401 


| 
— 
| 


1 Discontinued by the Bureau July 1, 1955. 
2 Discontinued by the Bureau Sept. 1, 1954. 
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latement showing net change in unit cost rates for various classes of work for 1956 
and 1957 as compared to actual 19565 rates 


Unit cost rates per thousand Increase (+) or decrease (—) 


Class of work by activity 
1956 over | 1957 over | 1957 over 


955 956 957 ae an . 
1955 1956 19 1955 1955 1956 


ting of currency 
United States +$0. 966 +-$0. 996 +$0. 03 
Federal Reserve notes 55 + 846 + 876 +. 03 
ting of stamps 
Internal revenue 
Plate printed 
Rotary ', miscellaneous 
Flatbed,! miscellaneous 
Offset printed 
Bottle strip 
Red, 4% pint to 1 gallon . 3932 . 8893 0423 0039 
Green, % pint to 1 gallon “A . 4776 . 4727 - —. 0404 0049 
Cigarettes, class A . 0633 . 0626 . +. 0038 —. O07 
Tobacco, strip 4 ounce to 3% 
ounces ey? 3572 3534 - +. 0277 —. 0038 
Other 
United States postage, plate printed 
Rotary 
Ordinary sheet 1446 . 1568 ll 0122 L O113 0009 
Book, ordinary and air mail . 5140 . 5640 ; 0500 0486 0014 
Coil, ordinary and air mail . 2549 . 2825 ‘ 0276 +. 0275 0001 
Commemorative . 2521 ' +-. 0206 +. 0264 0058 
Air mail, small (400’s) . 1176 a : 0096 +. 0128 0032 
Air mail, large (200’s) 2566 9775 0206 -, 0277 0071 
Postage due ; . 132% : 0096 +. 0133 0037 
Special delivery ‘ . 252° . 259% 0194 0265 0071 
Other (certified mail) ; . 255% 0503 0470 +. 0033 
Flatbed, miscellaneous ! 
Other stamps ! 
nting of paper checks, commissions, 
certificates, etc 
Checks (paper) 
Government requests for transporta- 
tion 2 
Commissions, certificates, etc.: 
Plate printed ! 
Offset printed ! 
inting of bonds, debentures, etc.: 
United States savings bonds: 
Plate printed. - 30. 899 34. 204 34. 741 +3. 395 
Offset printed .--| 19.508 21. 408 21. 216 +1. 900 
rreasury bonds, notes, ete.! ogi = : 
Miscellaneous bonds, debentures, etc.! 
Postal savings certificates 4 eatin whee ee a : om 


Since the products included in these categories are produced in varying amounts and at different unit 
st rates, the showing of composite rates would not be meaningful. 
2 Discontinued by the Bureau July 1, 1955. 

‘ Discontinued by the Bureau Sept. 1, 1954. 
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Statement showing costs by activities for fiscal years 1955, 1956, and 1957 
Class of work by activity 1955 actual | 1956 estimate | 1957 estimat; 


Printing of currency: 
United States $10, 257 $9, 
Federal Reserve notes 4, 589, 4 


Total 14, 846, 7$ 14, 


Printing of stamps 
Internal revenue 
Plate printed 
Rotary—miscellaneous 
Flatbed—miscellaneous 
Offset printed 
Bottle strip 
Red (44 pint to 1 gallon 
Green (44 pint to 1 gallon) 
Cigarettes, class A 


Tobacco, strip 4s ounce to 344 ounce 
Other 


Total 


United States postage 
Plate printed 

Rotary 
Ordinary, sheet 
Book, ordinary and airmail 
Coil, ordinary and airmail 
Commemorative 
Airmail, small (400 subject 
Airmail, large (200 subject 
Postage due 
Special delivery 
Other (certified mail 

Flatbed 
Miscellaneous 


Total 
Other stamps 


Printing of paper ¢ hecks, commissions, certificates, et 
Checks (paper 
Government requests for transportation 
Commissions, certificates, et 
Plate printed 
Offset printed 


Total 


Printing of bonds, debentures, et 
United States savings bonds 
Plate printed 
Offset printed 
Treasury bonds, notes, et« 
Miscellaneous bonds, debentures, ete 
Postal savings certificates ? 


Total 
Purchase of card checks 
Operation and maintenance of incinerator and space utilized 
by other agencies recovered directly 
Other direct charges to agencies for services rendered 


Grand total 


1 Discontinued by the Bureau July 1, 1955 
2 Discontinued by the Bureau Sept. 1, 1954. 


CASH POSITION OF FUND 


Mr. Gary. What is the cash position of the fund at the present time, 
Mr. Holtzclaw? 

Mr. Derry. Over $3 million. 

Mr. Gary. You have over $3 million in the fund at the present 
time? 

Mr. Derry. That is correct. 
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REDUCTION IN PLATE PRINTER FORCE 


Mr. Gary. Mr. Holtzclaw, last year when you appeared before us 

vou stated that because of the new methods which you were adopting 

a you would not need as much manpower as you had been using in the 

7, 80K past, but you thought you could handle the situation by attrition and 

that it would not be necessary actually to separate any of the em- 

ployees. I now understand you did have a marked decline in the 

demand for currency during the past year and that your backlog got 

up to a point where it was necessary to separate 48 of your plate 
printers. Is that correct? 

Mr. Houtrzcitaw. Yes, sir. 

Mr. Gary. That was the reason for it? 

Mr. Hourzcitaw. Well, Mr. Chairman, if I recall correctly, I stated 
last year that we were going forward with modernization and we would 
take care of the surplus personnel to the extent possible through 
normal attrition; but that, in all probability, excesses would occur at 
arate in excess of normal attrition. That is my recollection of what ] 
said last year. 

Mr. Gary. Yes. But you did state you thought possibly you 
might be able to take care of it by attrition and, as I understand it, 
vou have had a very substantial reduction in volume which has 
resulted in the release of these men. Is that correct? 

Mr. Hotrazctaw. That is correct, Mr. Chairman. The fiscal vear 
1956 requirements were 12 million sheets less than for 1955 which, 
when translated into manpower, in itself is equivalent to a surplus of 
36 plate printers, since it takes 3 plate printers to produce 1 million 
sheets. In addition to this reduction in workload, we did add to the 
inventory which had been growing and which was out of proportion to 
our needs and which constituted a serious security problem and also 
a serious inroads in our working capital, to the extent that it would 
have curtailed new equipment purchases. It would also have neces- 
sitated, had we continued to build up this inventory, the construction 
of new vaults, and so forth. 

Mr. Deery reminds me that the $50 and $100 savings bonds have 
been transferred to the offset process of printing and that in itself 
made 5 plate printers surplus. All of that occurred last year. 

Mr. Gary. And these men were released because you had no work 
for them to do; is that correct? 

Mr. Hourzcitaw. That is correct, Mr. Chairman. 

\lr. Gary. And these men who were separated from their regular 
jobs were offered other positions in the Bureau which were less remun- 
erative but which were the only available positions open; is that 
correct? 

Mr. Hourzctaw. All 48, Mr. Chairman, were offered reassign- 
nents to lower paying permanent-status positions in the Bureau and 
| think of the 48 to whom we made the offer that 32 actually accepted. 
The remainder elected either to retire or to leave the Bureau. 


4, 800 
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FILLING OF VACANCIES 


Mr. Gary. What.is your policy as to filling vacancies when they 
occur by normal attrition? 

Mr. Hourzciaw. I would like to give you a little background, not 
too voluminous, which would show you what we have attempted to 
do for the last several years in connection with our efforts to gear 
modernization to manpower. May I do so? 

Mr. Gary. If you will. 

Mr. Hotrzciaw. First, when we determined—and I might say to 
carry out the mandates of this committee—to make progress in the 
Bureau by going from printing 12 notes to the sheet to 18 notes to 
the sheet, we deliberately extended that conversion well over a year 
to temper the impact on personnel. There has been a reduction in 
the number of plate printers on the Bureau’s payroll in the last 10 
years of 40 percent, and an overall reduction in Bureau personnel of 
over 43 percent. - Had the currency requirements remained the same 
as the average for the fiscal years 1951 through 1954 there would 
have been no requirement to reduce the force of plate printers up 
to the present time. 

In 1953, to avoid overemployment by hiring additional plate printers 
to meet our workload, since we knew we were going to make progress 
technologically, we elected to work a 45-hour week and therefore 
obviate the need for recruitment of plate printers and the subsequent 
need for laving them off. 

In 1953 we also elected to defer the printing of 6 million sheets of 
United States currency and 9 million sheets of Federal Reserve notes 
until 1954. Had we printed that 15 million sheets in 1953 we would 
have had either to have recruited or worked overtime the following 
year and because of the drop in workload we would have to have 
had a reduction in force. 

In 1953, the same year, in anticipation of a surplus in other cate- 
gories, we hired pressmen, for example, on a temporary basis, so that 
when their services were no longer needed they could be dropped and 
they would not have a permanent status at all. 

In 1954 we completed the 15 million sheets without working over- 
time and without recruitment. In 1954 we also did another thing 
that caused us a lot of grief. Foreseeing that as we modernized that 
personnel, particularly in the plate-printing work, would be reduced, 
we discontinued the apprentice traming program of 70 apprentices. 
I think you know the history of that development. Had not the 
apprentice training program been discontinued at that time, but had 
they gone on to a journeyman job, instead of 48 plate printers to be 
reduced this year, there would have been 118. 

In 1954 we had a considerable number of noncraft employees that 
were surplus; but, by not filling vacancies, we were able to reduce the 
work force and not have to resort entirely to a reduction-in-force 
procedure. 

In the early part of 1955, as a cooperative effort with the Office of 
the Treasurer of the United States we elected, with their consent, to 
increase the prorata deliveries and obviate the need of separating 
people to meet those prorata needs and then, at the end of the year, 
having to hire employees. 
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In 1955, 537 people were made surplus—almost entirely without 
reduction-in-force procedures—we just did not fill positions but 
occasionally worked overtime when the need arose. 

Getting into the fiscal year of 1956, 12 million sheets less were 
required than for the previous year and with the inventory we had 
on hand, which was a product of 2 years’ accumulation. In 1953 we 
could have separated at least 50 plate printers instead of the 30 we 
did separate, but we were hoping that ways and means could be de- 
veloped which would obviate the need for involuntary separations. 
Since our plans did not work out as anticipated, those men continued 
to produce and build up this inventory until it became so excessive 
that steps had to be taken to stabilize the inventory. 

On October 31, 1955, when this separation of 48 plate printers took 
place, 27,700,000 sheets were on hand; whereas only 6 million were 
needed for normal processing ope rations. And even with this reduc- 
tion of 48 plate printers it is indicated that on June 30, 1956, we will 
have 27,900,000 sheets. 

Now the value of that inventory that would have been built up 
had we not reduced the force would have been $e excess of $4 million 
on June 30 of 1956. And projecting that one year further, if that 
reduction had not taken place, 55,700,000 enns would have been in 
our inventory of a value of $6 million. 

As previously stated, Mr. Chairman, these large inventories create 
security problems and also curtail the money that we have for making 
further improvements in the Bureau. 

Mr. Gary. In the event you do have vacancies, so that you need 
additional plate printers, would you recruit them from the men who 
have been turned off and give them first choice at those positions? 

Mr. Hotrzciaw. In all ‘probability the men that had been released 
would be restored. On the other hand, with the production program 
we have now before us, the installation of the postage-stamp presses 
which have a potential produc tive output of over 300 percent greater 
than the old, with the acquisition of more modern types of currency 
printing presses, the likelihood of any shortage in the plate-printing 
craft is extremely remote and certainly we can project our thinking 
at least 2 years. And should there then be a shortage, we would have 
to do 1 of 3 things—further reduce our inventory, work short periods 
of overtime, or recruit. 

(Discussion off the record.) 

Mr. Gary. Mr. Holtzclaw, I want to say personally that I have 
the greatest sympathy for these plate printers who are highly skilled 
men in a trade that offers very limited opportunities and it is a 
difficult situation for a person to spend a number of years in a certain 
position and then be separated from that position through no fault 
of his own. On the other hand, I do not believe that we, as repre- 
sentatives of the people in operating their Government, can do other- 
wise or should do otherwise than to operate it in the most economical 
and efficient manner possible. And when in an operation of that kind 
it becomes necessary to separate men from the service, I think it should 
be done. On the other hand, I do express a hope that future layoffs 
be handled by attrition as far as possible, and if at any time any 
vacancies should occur in the positions from which former employees 
have been separated and it becomes necessary to recruit men for those 
positions, that because of their previous tenure of service, their ability, 
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their training, and their qualifications, they will be given priority in 
the filling of those positions. . , 

Mr. Hoirzcraw. Mr. Chairman, I would like to tell you, at the 
risk of having you folks think that I am feeling sorry for myself, that 
I have had a great number of extremely difficult decisions to make. 
I mentioned this apprentice program. That, I think, was one of the 
most difficult decisions I have had to make since I have been in the 
Bureau of Engraving and Printing. 

I know that we have to make progress. I would like to illustrate 
the point to which I recognize the need for making progress. Had 
not we made the progress that we have in the last 5 years, our unit 
cost for currency would have been 62 percent higher than it is today. 
Translated to dollars and cents, last year the cost per thousand notes 
of currency was approximately $8.34. Had not these economies been 
made the cost would have been $13.50. 

We have a statutory obligation to produce as cheaply as industry. 
We think you know we have a great handicap because of the fringe 
benefits that all Government employees enjoy. The decision to 
separate the skilled craftsmen was an extremely difficult one. It 
was only done after thorough consideration extending over several 
months and extending to the Secretary of the Treasury himself 
We were fortunate in that we were able to offer every one of them 
reassignments to lower paying positions. In recognition of the fact 
that that decision probably would be made, we had deliberately 
failed to fill vacancies in many categories and worked overtime instead 
of doing so until this decision was made. 

I would like to remind you also, if I may, that in the last 5 years 
there have been more than 1,500 employees in other categories in the 
Bureau involuntarily separated. We are alert to the human values 
We are also alert to the need for further improvements, and there does 
not seem to be a happy medium. I wish there were. 

Mr. Gary. I am sure of that, Mr. Holtzclaw, and certainly | 
have nothing but commendation for your work since you have been 
in charge of the Bureau and even before your promotion. You bave 
been with the Bureau for a number of years and I have regarded 
you as one of the very efficient Government employees. I know you 
have the proper attitude toward the employees of the Bureau, and 
what I said was in no sense in criticism of what has been done. It 
seems the situation was inevitable. Frankly, an appeal has been 
made to me to do something about it. I made it very plain that | 
did not think anything could be done about the situation. It is one 
of those unfortunate situations that arise. I think you did what you 
could to alleviate the situation, but in the event it becomes possible 
to alleviate it further as to these men, I would like to see them given 
preference against others who have not previously been in the Bureau 

We cannot stop the march of progress and I do not think we should 
try to. Iam in favor of progress and I think the Government has to 
keep up with the progress that is being made in other lines and has to 
adjust itself to the march of progress. My remarks were certainly 
in no sense a criticism. I have the very highest regard for your 
ability to operate the Bureau and commendation for the way in 
which you have operated it. 

Mr. Houtrazctaw. May I say I did not accept your remarks as 
being critical. When I first sat down at this table I told you for 





387 


myself and my associates that we considered it a privilege to appeat 
before this committee because of the fair attitude which it has always 
shown us. We will certainly continue to consider human values in 
further modernizations, but we are confronted with many decisions 
that have a marked effect on the further progress of the Bureau. 


STUDY TO INCREASE PRINTING CURRENCY 32 NOTES TO A SHEET 


For example, I have reported to you from time to time that we are 
currently studying the feasibility of printing currency 32 notes to the 
sheet. We came from 12 to 18 and are now on the threshold of acquir- 
ing presses to produce 32 notes to the sheet. The output of these 
presses will be at least double what the presses produce today. So 
we are confronted with the decision of not making further progress or, 
if we do, declaring additional positions surplus. I am not trying to 
vet this committee to sponsor this program, but it is real; it is before 
us; it is imminent. 

Mr. Gary. I think, Mr. Holtzclaw, this committee has complete 
confidence in your judgment in such matters, and if you can print 32 
pieces of currency at one time and thereby economize on the operation 
without diminishing the quality of the currency, I am quite certain 
that you will have the support of this committee, Ce rtainly you 
will have my support because, as I said, we cannot stop progress in 
these matters. I have never thought that Congress should under- 
take to operate the various agencies of Government to the extent of 
telling them how they should perform their duties in technical matters 
| think that is a matter for the Bureau to decide and if the Bureau 


decides to adopt that change, I can say that vou will certainly have 
mv cooperation. 
Mr. Hoirzctaw. Thank you very much, Mr. Chairman. 


SURVEY OF METHODS ENGINEERING COUNCIL 


Mr. Gary. I wonder if you could give us a brief discussion = the 
survey of your Bureau by the Methods Engineering Council, a brief 
summary of their recommendations and what you have aa dual 
them. 

Mr. Hourzciaw. I will be glad to, Mr. Chairman. 

The Methods Engineering Council made 107 recommendations, 84 
of which have been accepted; 5 are under consideration; 18 were 
re Je ected, 

To date savings of $56,000 as a direct result of these recommenda- 
tions have been realized, which exceeds the cost of the survey. 

A great many of the recommendations were of a managerial type, 
somewhat intangible and difficult to assess as to how much money 
would be saved, but all of which contributed to the more orderly 
operation of the Bureau. 

Among those 84 that were accepted were also some recommendations 
that pertained to long-range development work which will ultimately 
result in a very large saving but which are not at the present time 
being actively prosecuted, largely because of the manpower situation. 

[ think the survey was a very good thing. A number of their 
recommendations in effect put the stamp of approval on things that 
we were doing. We got a fresh look from industry, and our operations 
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were pretty thoroughly evaluated. On the whole I think it was an 
excellent survey and we are very glad that it was conducted. 

It paid the Bureau a very fine tribute. I would like to read one 
excerpt from the report, which is as follows: 

A survey of this type is by its very nature a critical analysis. As a result this 
report discusses at great length those phases of the operation that can be im- 
proved. On the other hand, very little space is devoted to praising the fine im- 
provements that have already been made. As a result, the overall tenor of this 
report is critical. Actually our finding is that the Bureau is operated far more 
efficiently than the average government manufacturing plant. 


CONTRACTING COMMERCIALLY FOR SEMISECURITY ITEMS 


Mr. Gary. One of the recommendations was, Mr. Holtzclaw, that 
the Government can save 20 percent by contracting commercially 
for semisecurity items such as checks, internal revenue stamps, series 
E-bonds, covers for stamp books, and so forth. What has been done 
with reference to that observation? 

Mr. Hoirzctaw. We do not propose, Mr. Chairman, to put that 
recommendation into effect at the present time because of the impact 
it would have on manpower in the Bureau. 

Mr. Gary. Do you think it would save 20 percent? 

Mr. Hourzciaw. I think there is little doubt it would save money, 
since the fringe benefits are worth 22 percent of the take-home pay 
to each employee in the Bureau. That is quite a large item to have 
to absorb, much larger, I believe, than you will find in industry. 

Mr. Gary. But would not the industry’s profit on it practically 
offset that? 

Mr. Houitzctaw. We have not included in that 22 percent admin- 
istrative overhead and such things as that which amount to approxi- 
mately 35 percent. I would not like to pin myself down by saying 
we would save that much money or that we would save any money, 
but we do not currently propose to put that recommendation into 
effect. 

Mr. Gary. The 20 percent saving is an estimate? 

Mr. Hotrzciaw. It is an estimate, and I was told they had made 
comparisons between our costs and the costs of other printing firms. 

The proposition of discontinuing all the main revenue items is still 
being considered. Under the revision of the Internal Revenue Code 
authorization was given the Secretary of the Treasury to utilize some 
other method of tax collection other than stamps. There has been 
no decision made on that matter. That would be another reason 
why we have not explored contracting any of those items. 

The decision has already been made to discontinue all disbursing 
offices checks as printed by us in the Bureau and utilize instead 
tabulated punchceard checks. 

Mr. Gary. We shall place in the record at this point this letter, 
which I received from the Acting Secretary, transmitting the 
Department’s comments on the Methods Engineering Council survey. 

(The matter referred to follows:) 
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THE SECRETARY OF THE TREASURY, 
Washington, January 19, 1956, 


Hon. J. VAUGHN Gary, 
Chairman, House Appropriations Committee, 
House Office Building, Washington, D. C. 


Dear Mr. CuairMan: At the appropriation hearings last year Mr. Folsom 
indicated that we would advise the committee at an appropriate time regarding 
the status of implementing recommendations made in the management engineering 
report submitted by Methods Engineering Council, Inc., on the Bureau of En- 
graving and Printing. 

There is attached a summary report which I believe will give you a good 
picture of the results to date as well as the large potential for additional savings 
in our interim and long-range modernization programs. In addition to the im- 
mediate savings effected as a result of the survey, which exceeded its cost, we feel 
the many constructive recommendations included in the report have given new 
impetus and stimulation to our people in the Bureau of Engraving and Printing 
to move ahead steadily on all fronts in the modernization program. 

We appreciate your fine cooperation and recognition of the many problems 
involved in implementing the recommendations. In the event you desire any 
further information we will be glad to furnish it, or you may wish to discuss 
certain items further with the Director when he appears before your committee. 

Sincerely yours, 
H. CHAPMAN ROskE, 
Aeting Secretary of the Treasury. 


TREASURY DEPARTMENT, 
BuREAU OF ENGRAVING AND PRINTING, 
January 3, 1956. 
REPORT ON MANAGEMENT SURVEY 


The Treasury Department in January 1954 invited proposals from a number of 
management engineering firms for a comprehensive survey of the Bureau of 
Engraving and Printing. Approximately 26 firms submitted proposals and after 
careful sereening the Methods Engineering Council of Pittsburgh, Pa., was awarded 
the contract. 

The survey began on March 15, 1954, under the overall direction of Mr. H. B. 
Maynard, presideat of the Methods Engineering Council. The survey team 
consisted of 6 members of the firm and 2 special consultants, assisted by 2 liaison 
men assigned by the Department and the Bureau. <A report of the survey was 
prepared for the Under Secretary of the Treasury and submitted on July 31, 1954, 
In summarizing their findings, during this survey, the Methods Engineering 
Council made the following general comment: 

‘A survey of this type is by its very nature a critical analvsis. As a result, this 
report discusses at great length those phases of the operation that can be improved. 
On the other hand, very little space is devoted to praising the fine improvements 
that have already been made. As a result, the overall tenor of this report is 
critical. Actually our findings are that the Bureau is operated far more effectively 
than the average Government manufacturing plant. However, there are factors 
inherent to any governmental manufacturing operation that make it extremely 
difficult to equal the effectiveness of a commercial operation. Most of these 
factors are beyond the control of Treasury Department or Bureau personnel.’ 

“The Bureau has done an outstanding job of reducing costs in the last 4 years. 
During this 4-year period the volume of production increased 39 percent; the 
number of employees on the rolls decreased 25 percent; the overall productivity 
of employees increased 57 percent. This is a truly remarkable performance for 
any organization. It was only accomplished by a great deal of hard work on the 
part of a large number of people—people who are sincerely interested in improving 
the Bureau’s operations. 

“In brief, our findings are that the Bureau is doing a good job, but there are a 
number of possibilities for improvement.’’ 

The report contained 107 recommendations. As of this date 84 of these recom- 
mendations have been placed into effect, or accepted but not put into effect because 
of their long-range nature, or their final completion must await preceding develop- 
ments. Five of the recommendations are still under evaluation and 18 have been 
rejected. In the interest of obtaining maximum benefit from this survey the 
Bureau cooperated fully with the survey team and furnished complete information 
concerning current operations. For the same purpose it also conveyed to the sur- 
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vey team detailed information concerning its past, present, and future programs, 
as they concerned modernization and improvement. Consequently, some of the 
Methods Engineering Council recommendations were in effect an approval of 
the Bureau’s own plans and program. This the survey team so recognized and 
stated in their report. 

The Bureau is currently realizing recurring annual savings of $56,000 from rec- 
ommendations which resulted in the elimination of 18 positions in the sizing and 
trimming operations on currency. This more than pays for the cost of the survey 
and it is expected that the amount of recurring annual savings will be increasea. 

The survey was very comprehensive and covered all phases of the Bureau’s 
activities. The recommendations pertained to organization, procedures, ad- 
ministration, operations, equipment, industrial relations, research and develop- 
ment, and the installation of new functions. The most important recommendation 
as far as probable savings is concerned was that the Bureau concentrate its efforts 
on the development of a web-fed intaglio press. Additionally it was reeommended 
that rotary sheet-fed, dry intaglio presses be procured from established sources 
rather than that the Bureau finance the development of such presses, and that 
these presses should be an interim program pendinz the development of a web-fed 
press. 

The web-type press recommended by the Methods Engineering Council would, 
in addition to performing a complete printing operation of both the face and back 
of currency, also apply the numbers and seals and slit and cut the web to the final 
note size. It was estimated in the report that the investment required for this 
equipment would be approximately $2 million and that there would be an annual 
savings, based on the currency program at that time, of about $7.5 million. The 
Bureau accepted this recommendation since it paralleled its own plans for modern- 
ization of currency presses. The Bureau has under evaluation at the present time 
two rotary sheet-fed presses, designed to print by the dry process, furnished 
at no cost to the Bureau by the Giori Organization of Lausanne, Switzerland, and 
Thomas De La Rue & Co., Ltd., of London, fngland, and action on the develop- 
ment of a web-fed press will await a complete evaluation of thes®two presses. 

Another major recommendation which the Bureau is actively engaged in is the 
installation of an industrial engineering function. An additional contract was 
awarded in June 1955 to the Methods Engineering Council to install this function 
Seven Bureau employees were selected to form a nucleus of the Industrial Fngi- 
neering Branch; and, after a period of training, are now actively engaged in specific 
engineering projects. In addition to improving existing methods, this function 
will be responsible for planning effective methods and operating procedures for 
new equipment and products. The Methods Engineering Council estimates 
that recurring annual savings generated by this function will greatly exceed the 
cost of its installation. 

Manv of the recommendations will not result in immediate monetary savings, 
but will benefit the Bureau in improved management and more effective utiliza 
tion of manpower. Such recommendations pertained to the realinement of super- 
visory responsibilities, simplification of procedures and forms, industrial relations 
programs, research and development activities, and preparation of standard 
manufacturing procedures, routings, and specifications for each product manu- 
factured. 

One of the primary purposes of the Methods Engineering Council’s survey was 
to study the Bureau’s operations in relation to the best practices of modern ind- 
dustrv. The survey was particularly appropriate and timely in that the Bureau 
had completed the first phase of its modernization program and had already 
formulated extensive plans for entering into the second phase of the program. 
Since technological changes were having a major impact on every facet of the 
Bureau’s operations, a study of the tvpe contemplated was considered essential. 
It has been particularly gratifying that the report substantiated the Bureau’s 
own views with respect to modernization and improvement. The constructive 
criticism in the report has been helpful not only in making further improvements 
in the Bureau, but also brings into proper focus Bureau plans and objectives. 
With the confirmation of the Bureau’s own plans and the impetus provided by 
this survey the Bureau will continue actively to prosecute a planned program for 
modernization and improvement and will thereby be enabled to keep its costs more 
nearly in alinement with private industry as provided for by law. 
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STUDY ON PURCHASE OF DISTINCTIVE PAPER FOR UNITED STATES 
CURRENCY 


Mr. Gary. I might state our committee had a staff study made with 
reference to the purchase of distinctive paper for United States 
currency. ‘There was some suggestion that the mere fact you bought 
it all from one company and that there was no competition probably 
caused you to pay more for it than you otherwise would have to pay. 

You probably will be interested to know the conclusions reported 
to the committee as a result of that study. They are: 

Average consumption of the specialized paper has been nearly 
5 million pounds per year over the past 5 years. 

2. Average annual cost for the same period has been about $3 
million. 

With the exception of 4 years (1928, 1930, 1934, and 1935), 
| company has been the exclusive supplier since 1879. 

There are 24 concerns in the United States producing rag-content 
paper all of whom are potential suppliers. 

5. Potential suppliers do not bid because of: 

(a) The necessity for physical security and isolation of the 
manufacturing area; 

(6) Necessity of producing a near perfect product without the 
possibility of salvage; 

(c) Investment in additional equipment required; 

(qd) Awareness of losses suffered by the company which pro- 
duced a portion of requirements in 1928, 1930, 1934, and 1935; and 

(e) Necessity for diverting large portion of facilities from reg- 
ular commercial customers. 

Experienced paper producers are in general agreement that the 
price charged by the single supplier is a fair one. 

7. Proposals to encourage competition include: 

(a) Change from annual to 5-year purchase contracts (not 
feasible during technological changeover period in the Bureau) ; 
and 

(6) Method of financial assistance whereby Government would 
absorb some of the development cost incident to establishment 
of a new source. 

Mr. Hourzcuaw. Mr. Chairman, I would like to congratulate your 
investigators in having done a most excellent job in confirming our 
position. 

Mr. Gary. I would like to congratulate the Bureau, because I 
think they did a very thorough examination and, as you said about 
the Methods Engineering Council, they were looking for something 
and, frankly, they did not find it. The result of our inquiry is that 
we find the situation pretty well in hand. I thought you would be 
interested in knowing that. 

Mr. Hoirzctaw. Thank you very much indeed. As a matter of 
fact, I was prepared to discuss the matter in more detail, but now I 
think silence is in order. 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. Canrietp. Mr. Holtzclaw, I believe you have one of the most 
difficult assignments in the Federal Government and I, too, am aware 
of your experience and background and your sincere desire to carry 





out that assignment to the best interests of our Government and our 
people. 
FINANCING OF BUREAU OPERATIONS 


Mr. Holtzclaw, vou tell us that the operations of the Bureau are 
financed by means of a revolving fund and this fund is reimbursed 
from appropriations made to other Government agencies for goods or 
services furnished to those agencies, and further that the reimburse- 
ment includes all the direct and indirect costs to the Bureau incidental 
in furnishing the goods or services requisitioned. 

That being so, how can you speak in terms of savings which, it is 
my understanding, are plowed back into modernization and 
refinements? 

Mr. Hotrzciaw. First of all, under Public Law 656 we are required 
to adjust the unit cost from time to time to reflect those direct, indirect, 
and administrative overhead charges. We recover money by obso- 
lescence of equipment and—maybe Mr. Deery can answer this better 
than I. 

Mr. Derry. Any savings we have are turned back to the agencies 
by reducing their billing rate. If we have a $1 million saving on 
currency we will reduce the billing rate accordingly and return it to 
them. We only recover the actual cost of doing the work. Last 
year we had about a $34,000 loss. We never come out exactly even 
because we bill before a determination of our exact cost is reached. 
There is that distinction between our operation and private industry. 
If private industry has savings it can either reduce the billing rate or 
consider it as profit. 

Mr. CanFIELD. You have no profit in your operation? 

Mr. Derry. That is right. If we have a profit we must turn it 
back to the Treasury. 


REDUCTION IN PLATE PRINTERS FORCE 


Mr. CanFietp. Mr. Holtzclaw, insofar as this controversy over the 
dismissal of the plate printers is concerned, is the present difficulty 
over the 16 who refuse to accept other assignments under your juris- 
diction? I say that because I believe you told us today that 32 agreed 
to take other assignments. 

Mr. Hourtzciaw. I think that is the right number. I may be off 
2 or 3 one way or another, but all 48 were offered reassignments to 
lower paying positions. 

Mr. CanFieLp. These other assignments that were offered them, 
they necessarily had to be of a different nature. Did it mean, in the 
wage scale, that they were reduced drastically? 

Mr. Hourzcitaw. Yes; I would say so. I would say their rate of 
pay was cut to less than half of what it had been formerly. 

Mr. CANFIELD. Because formerly they were engaged in a specialty 
operation? 

Mr. Hotrzciaw. Yes; and their rate of pay ranks highest among 
the craftsmen in the United States. For the vast majority it is over 
$8,000 a year. The lower paying positions to which they were offered 
reassignment fell around $3,500 or $4,000. 
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SECURITY PROGRAM 


Mr. CanrieLp. What can you tell us today about the security 
situation in the Bureau of Engraving and Printing whic h a few years 
ago had an unfortunate and much public ized experienc e? 

Mr. Hourzctaw. Mr. Canfield, before answering that directly, vou 
made a very nice remark about me a moment ago which is doubly 
appreciated because of the great consideration you showed me at 
the time you were chairman after this ver y tragic situation developed 
in the Bureau. I think when I came before you at that time, because 
of the many newspaper accounts which you had read in which my 
name appeared, you had the idea I was a publicity hound, and I 
think I dissuaded you from that idea, and I was very appreciative of 
the consideration you showed me. 

Mr. Canrretp. Let me say I never used the term “publicity 
hound” in referring to you and you won my admiration and respect 
through your appearance, your presentation, and your most obvious 
sincerity at that time. 

Mr. Hourzctaw. Well, I greatly appreciate those remarks, Mr. 
Canfield. 

As you know, following that theft of $160,000 in the Bureau, the 
Secretary of the Treasury directed the Secret Service to make a com- 
plete survey of all facets ‘of our operation pertaining to security. The 

Secret Service made 165 recommendations. Ninety-six have been 
cle ared or completed. Forty-nine are in the process of being in- 
stalled. Ten are being evaluated by the Bureau or by the Treasury 
Department. Ten were withdrawn by the Secret Service when 
better means were found. 

Currently we have a new organization known as Plant Security 
and Control, staffed by qualified personnel, some of whom have been 
recruited because of special qualifications. This office has control 
over all aspects of security, including the responsibility for internal 
auditing. 

Some of the things that we have done or are about to do are: 

To issue new passes to every employee in the Bureau. Those par- 
ticular passes will identify the employee as working in a particular 
area, which will restrict his movements in and about the Bureau. 
That was one of the weaknesses in the Bureau that permitted this 
theft to take place. These passes will be displayed at all times so 
that every employee can be instantly identified as being assigned to 
a particular work area. 

We have instailed a package booth outside of the Bureau proper. 
Each employee must check his packages before he comes into the 
Bureau in the morning. He is given a receipt for them which permits 
him to pick them up when he leaves at the end of the day. Any 
packages which are brought into the Bureau are scrutinized very 
carefully by the guards. 

The guard force has been augmented somewhat to guarantee a 
better and more realistic job. 

We have instigated methods improving disciplinary actions for 
failure of employe ees to carry out rules and regulations which have 
been set out in a handbook and passed to each “and every employee. 

[ think we have gone a long ways in the last 2 years, and we are 
going even farther, and we are taking into consideration the opinions 
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expressed by all members of this committee that we should consider 
the cost of security measures in relationship to the probability of 
losses. We have been very discriminating in the expenditure of funds 
to put into effect the recommendations of the Secret Service and 
recommendations of our own, and we think we are in a much better 
position than we were formerly, but, as Mr. Gary said last year, no 
matter what you do, the possibility of theft will alws ays be there. 

Mr. CanFIELp. Off the record. 

(Discussion off the record.) 

Mr. CanFievp. Does the Bureau of Engraving and Printing now 
do any contract work for foreign countries? 

Mr. Hotrzciraw. No, it does not. 


MULTICOLORED STAMPS 


Mr. CANFIELD. You may recall in your appearances in other years 
you and I had discussions about multicolored stamps. 

Mr. Houtrzcitaw. Yes, sir. 

Mr. CanrFietp. You indicated that you thought progress was 
being made along the lines of having such stamps in our country, 
Can you bring this committee up to date on that situation insofar : 
the Bureau of E ngraving and Printing is concerned? 

Mr. Hourzcraw. Mr. Canfield, we have one highspeed press in 
the Bureau capable of doing bicolor work. You may recall that the 
Red Cross stamp was a two-color design produced on that press. 
The cost for that particular stamp was not significantly greater than 
for the single color. It was slightly more. 

We are currently, in connection with 2 foreign-made presses, giving 
consideration to more than 2 colors on a stamp. We are very careful 
of the cost and we do not want to do something that is going to make 
the cost of the production of such stamps prohibitive, but we are 
progressing along that line. 


NASSAU HALL COMMEMORATIVE STAMP 


Mr. CanFretp. We have on our committee the gentleman from 
New Jersey, Mr. Sieminski, who is a distinguished son of Princeton, 
and he is very much interested in the issuance of a Nassau Hall com- 
memorative stamp, which the Post Office Department is now con- 
sidering, and he is hopeful that vou and the Post Office Department 
can get together and put out a stamp that will show the orange and 
black; and I join him in the hope that that may be done, and I now 
vield to the gentleman from New Jersey. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Steminskr. I appreciate Mr. Canfield’s interest and kind ex- 
pressions and would like to say that I am deeply grateful for other 
remarks he has made from time to time on this particular issue. | 
of course would be gratified to the extreme to see a Nassau Hall stamp 
issued commemorating the 200th anniversary of the place where the 
Continental Congress met and where many of the signers of the 
Declaration of Independence gathered. Nassau Hall played an im- 
portant role in developing the thought—along with gentlemen from 
Virginia and other States—that went into that document. I hope 
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sincere consideration is given to honoring that institution through the 
Post Office Department and your Bureau, Mr. Holtzclaw. I know 
you will address yourself with the utmost good will on this design, and 
if you can see your way clear to give us a quality two-color job, I will 
be grateful as will others, I am sure, behind this celebration, 

Mr. Hourzctaw. Mr. Sieminski, we do our level best to introduce 
quality into every stamp that we produce, particularly the commemo- 
nitive issues, but because of the great generosity of this Committee and 
its interest in this stamp I myself will interest myself in it to insure to 
the extent possible that an outstanding job, one that will satisfy even 
you, is produced. 

Mr. Srpminskr. Thank you. 

Mr. Holtzclaw, on your postage mechanisms, your printing presses, 
| suppose you are geared to the future in your forecast. As industry 
voes up and as people honor their invoices by mail more and more 
with checks, and as the population increases, you see a natural growth 
in the demand for stamps of all sorts, do you not? 

Mr. Hoirzctaw. Yes, Mr. Sieminski. 


APPRENTICESHIP TRAINING PROGRAM 


Mr. SrEMINSKI. Suppose I were employed by the Bureau and I were 
a former GL who used a GI benefit to join your apprenticeship course 
and the Veterans’ Administration had given me a choice of going to 
school or using this money in the sort ‘of school which your Bureau 
ran, and then suddenly, through no fault of my own, through economic 
conditions and a program instituted by the Secretary of the Treasury, 
this apprentic ae program is closed off and I have used all or part of 
these GI funds. Could I solicit your aid in speaking to the Veterans’ 
Administration to see if I could get further consideration in carrying 
through an apprenticeship program in the field of engraving so that 
| would not sacrifice what | might have enjoyed had I not chosen the 
apprenticeship program but had elected to go to school? 

Mr. Horrzactaw. Traditionally, throughout industry, to the best 
of my knowledge—I think Mr. James will confirm this—apprentices 
are not trained when there is a surplus of skilled craftsmen. In the 
instant situation, as I mentioned earlier, we foresaw with moderniza- 
tion that there not only would not be a need for apprentices but there 
would not be a need for men who had served long years in the Bureau 
in the craft as journeymen. It seemed unwise to me then, and it 
does now, to train apprentices when we have a surplus of skilled 
craftsmen. 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. Sreminskr. Will you repeat that for the record? 

Mr. James. Well, I had the opinion that in the sense GI’s received 
educational benefits in going to schools to learn watchmaking and 
similar trades, that the same thing did not exist in the apprenticeship 
program in the Bureau of Engraving and Printing. There they would 
vet an amount which I believe was supposed to supplement their 
earnings in order to live, but not as a grant for the payment for 
education. 

Mr. Steminski. So that if the chap had a right under the GI bill 
he still has it? 
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Mr. James. Unless he exercised it somewhere else or unless the 
time limit has expired. 

Mr. Sreminski. You would not foreclose a man from his GI rights 
because he took an apprenticeship course? 

Mr. Hottrzctaw. We had no contract either with the Veterans’ 
Administration or with the GI’s who participated in this apprentice 
training program. 


PURCHASE OF EQUIPMENT FROM FOREIGN COUNTRIES 


Mr. Sreminskt. On the equipment that you are getting in, I pre- 
sume if I were in your place that I would look for the best design and 
the most efficient one that I could get at home or abroad, especially 
when I am cognizant of printing skills abroad and of the fact that a 
country in Europe was the first to print the Gutenberg Bible. Are 
there any security factors involved in terms of a possible embargo of 
Europe in the event of war that would make you think twice before 
you purchased printing equipment from a foreign country? 

Mr. Hotrzctaw. We have the option of acquiring printing presses 
by direct purchase either from England or Switzerland or having the 
same designs made into printing presses in this country by printing 
press manufacturers. The decision to be made in this connection is 
one of the time element. I myself do not think it would be wise to 
commit ourselves to the acquisition of equipment if it was important 
to meet our needs from abroad. 

Mr. Sreminskt. In war, if at the mercy of a foreign manufacturer 
or producer of printing equipment, though in peace it did twice the 
production at half the cost, would it not be unwise to place ourselves 
in such a position especially with something so sensitive as the print- 
ing of our money? 

Mr. Houirzcuaw. I would agree with that on the premise which 
you set out, Mr. Sieminski, but on the other hand we still have equip- 
ment in the Bureau which is capable of the same productive output 
as foreign equipment, so we would not be inovlved in too much of a 
risk if we were to enter into a contract and that contract from abroad 
could not be fulfilled, because we would still have our present equip- 
ment which is more costly to operate. 

Mr. SremInski. So, when you get the equipment, you must still 
produce plates? 

Mr. Hourzciaw. Yes, sir; that is correct. 

Mr. Sreminskt. Off the record. 

(Discussion off the record.) 

Mr. Sreminski. Is there a danger, Mr. Holtzclaw, that if we buy 
printing equipment, equipment to print our money, from a foreign 
country, if that foreign country becomes bloc kaded or if an enemy 
occupied that country or there were hostile forces in that country, is 
there danger of them using the equipment to produce American money 
that would act to our detriment? 

Mr. Houtzctaw. Mr. Sieminski, the particular type of printing 
equipment employed in the Bureau, which conceivably might be 
acquired from abroad, would not give any foreign country any ad- 
vantage whatsoever. It is the printing plate designs which are made 
by the engravers in which all of the security of U nited States currency 
lies. The greatest reliance is placed on the portrait itself. 
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To illustrate further, we have two presses in the Bureau which have 
been furnished to us by two foreign countries free of charge. Those 
two manufacturers have been producing currency for other countries 
of the world for many, many years. 

Since last April they have been redesigning their presses and many 
of the mechanisms of the presses in an endeavor to match the standard 
of quality that we have established in the Bureau. So, even with our 
own printing plates they would still have great difficulty. With the 
press they w vould have no advantage. 

Mr. Sreminskt. That question was stimulated by an observation 
here the other day when Admiral Richmond, speaking of the Coast 
Guard situation as to planes, admitted that the British are producing 
a type of plane that the Coast Guard could use to good effect, but 
because of possible security regulations it would cause us to think 
twice before we put them in as part of Coast Guard standard equip- 
ment. A distinction seems to exist somewhere between your position 
and that of the Coast Guard. 

My question is addressed to the security angle, to prevent a repro- 
duction of our currency abroad by an outfit that may have exclusive 
patent rights to certain equipment or machinery which we are not 
producing or are not able to produce in this country. 

Are you convinced, Mr. Holtzclaw, that if you go into high-speed 
production of money you will have paper and ink of the proper 
quality? Will pressure of the new machines on paper give us that 
same quality of paper that you had when you printed money slower? 

Mr. Houtrzctaw. Mr. Sieminski, we will not adopt another process 
of printing or utilize a different type of press unless we are able, in so 
doing, to produce currency that is representative of the present stand- 
ard of quality of the United States currency. 

Mr. Steminskr. You are sure there will not develop money lacking 
tensile strength or other factors measurable by mechanical gradings? 

Mr. Hotrzctaw. We will measure the paper for tensile ‘strength, 
tear, resistance, folding, bursting strength, and all other character- 
istics that will be needed to make that determination. 

Mr. Steminski. Off the record. 

(Discussion off the record.) 


LIFE OF PAPER CURRENCY 


Mr. Sreminskri. What is the life of a dollar bill, or any piece of 
paper currency that might be in normal use? 

Mr. Hourzciaw. The life of a dollar bill is estimated at 14 months, 
and it is somewhat longer for the higher denominations. 

Mr. Srpeminski. Is this new process that you might be contem- 
plating with a new type of paper finish going to weaken the paper 
because of the so-called dry pressure that 1 understand will be used 
in running that paper through the machines? 

Mr. Hourzctaw. Mr. Sieminski, there are certain groups whom | 
would suggest would be interested in having it weakened so that it 
would have to be replaced sooner and more would have to be printed 
to replace it. Actually it is our belief that in using the dry intaglio 
process of printing we will be able to introduce synthetic resins in 
the paper which will conceivably make it last longer in circulation, 
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but you may be assured that before any new process is developed the 
product will be completely evaluated from all angles. 

Mr. Sreminski. Off the record. 

(Discussion off the record.) 


DISPOSAL OF OLD EQUIPMENT 


Mr. Sreminskr. Mr. Holtzclaw, in bringing in your new stamp 
equipment, or machines to produce new stamps, how did you dispose 
of, or what guided you in the disposition of the old equipment that 
you presumably declared obsolete? 

Mr. Hourzctaw. We concluded, because of their long years of 
service, more than 40 years, that we would declare them surplus in 
the form of junk. They were actually broken up with sledge hammers 
and disposed of in that manner. 

Mr. Sreminskr. That is a proper procedure? 

Mr. Hourzciaw. Yes, sir. 

Mr. Steminskt. Thank you very much, Mr. Holtzclaw. 

I hope that you will guard with all the wisdom and vigilance in you 
the quality of money that Uncle Sam prints. 

I hope in this quest for a modernized printing shop that you are not 
losing any sense of appreciation of the quality of money we print. 
When the new money is printed I hope that you go out into the field 
- it; test its quality with the people who handle it; see if they 

act with the same sense of pride in the new currency that they do 
now. 

Mr. Hourzcitaw. Mr. Sieminski, we will be guided by your very 
wise counsel. 

Mr. Sreminski. Off the record. 

(Discussion off the record.) 

Mr. Gary. I would like to say that Mr. James is very much more 
familiar with the technique of printing and engraving than any 
member of this committee. He is our expert on the committee, 
having been in the business for many years, and he now operates a 
very famous printing establishment in the United States, one formerly 
operated by Benjamin Franklin, whose 250th anniversary we are 
celebrating at the present time. I hope that Mr. James will go into 
this question of production as fully as he thinks justified. 


MODERNIZATION OF EQUIPMENT 


Mr. James. Mr. Holtzclaw, in one part of your opening statement 
vou said that in the past 5 years you had made greater advances 
toward modernizing the operations of the Bureau “than for a long 
while prior to that. I agree with that. When I first came on this 
committee it was about that time, I know that this siaderaiaabien 
plan was rather suspiciously dormant, and I think our discussion had 
a little something to do with causing the idea to germinate. 

As to the new 32-subject press, of course that is not delivered and 
it is not in operation. It is on the drawing board, | take it. You 
have not had any such press as that delivered have you? 

Mr. Hourzcitaw. Two presses of foreign manufacture, one from 
England and one from Switzerland have “been put into the Bureau 
free of charge. They are being operated by technicians of the two 
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respective firms in an endeavor to match the standard of our quality. 
Within a month or so large-scale production tests will be begun on 
those two presses to see whether under production conditions they 
can match the standards of our existing currency. 

Mr. James. But no work that you can use has been delivered from 
those presses yet? 

Mr. Hourzctaw. That is correct. We want to make large-scale 
tests. We do not propose to use that currency for circulation pur- 
poses, but will schedule it for destruction. 

Mr. James. Have the dry runs so far encouraged the belief that it 
will ultimately prove to be satisfactory? 

Mr. Hoirzctaw. That is correct. 

Mr. James. Referring to this 32-subject setup that means 32 fronts 
or backs, does it not? 

Mr. Hourzctaw. There will be two presses employed, one for 
producing the backs, and one for producing the faces. 

May I interrupt you with a thought that I had at this point. Mr. 
Canfield was asking about security a moment ago. With the use of 
this method we believe we can tremendously add to security simply 
by the installation of the intaglio printing presses in a room in which 
all of the complementary ¢ equipment will be installed. 

Blank paper will start in at one end of the room, and wrapped 
packages of notes will come out at the other. It will eliminate a 
tremendous number of transportation problems and counting and 
handling operations which we think will enhance the security to the 
itmost. 

Mr. James. I am glad you made that statement because I was 
coing to ask you about the obviously necessary complementary equip- 
ment. You do have an imprinting job? 

Mr. Hourzctaw. That is correct. 

Mr. James. And that imprinting will be made to match, or comple- 
ment, these presses? 

Mr. Houtrzctaw. That is correct. 

Mr. James. So that the 32-subject sheet, when it is imprinted 
front and back, will automatically be carried to other machinery? 

Mr. Hourzcuaw. No, not automatically; but will be transported 
in the same room from one piece of equipment to the other. If it 
were transported automatically it would be what we call automation. 
We have no automation in the Bureau. It is not automation in the 
true sense. 

Mr. James. You are going to talk about automation a little bit 
further because you have something in here that certainly spells 
automation. 

Is the plate for this particular type of machine a cylinder or flat? 

Mr. Hourzciaw. It is a plate made in flat form, and is made to 
bend to a half cylinder, to the shape of the plate evlinder. In the 
case of one of the processes the plate is made electrolytically, and is 
about twenty-one thousandths of an inch thick. It is made by two 
different methods. 

Mr. James. So that the impression is a continuous operation, rather 
than a back-and-forth operation? It is a form of cylinder? 

Mr. Hourzciaw. It is a rotary print. But the plate does not 
completely encircle the plate cylinder, giving time for feeding in sheets 
by automatic feeder. If it were continuous it would have to be a 
web type of press rather than a sheet-fed type. 
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Mr. James. With that type of operation and with that press in 
prospect what would be the production speed? 

Mr. Hotrzcraw. We have had no experience up to the moment. 
The manufacturers insist we can get as much as 18,000 sheets a day 
with 32 notes to the sheet, in contrast to 3,800 sheets a day and 18 
subjects being currently produced. We do not feel that we can attain 
a daily output of 18,000 sheets. We will be content with 10,000. 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. James. Now, because that machine operates as a cylinder press, 
it is, of course, going to print on dry paper, there is no further wetting 
as in the present operation, it is a dry intaglio job? 

Mr. Hotrzctaw. That is right. 

Mr. James. Up to this particular time you are still using damp 
paper in your operations — there, are you not? 

Mr. Hourzctaw. Mr. James, we are using paper that contains up 
to 45 percent water, not damp, but wet. When you introduce that 
much water into a sheet of paper for many reasons it is not possible 
to control the physical dimensions of the sheet with corresponding 
distortion, corresponding variation on the margin of the notes and 
corresponding dislocation on the back of the face. That is all brought 
about by the introduction of water. 

Now, we are convinced that by this new method we will be able 
to register the back and the face almost perfectly and the margins 
with the sides of the notes, so that it will be remarkably uniform, 
and in so doing it should reduce the spoilage by 60 percent at least. 

Mr. James. It ought to, if you can get that accuracy, of course. 


REPLACEMENT OF DEFICIENT CURRENCY 


Now, we come to automation, because a little further along you 
talk about the automatic replacement of deficient currency, a device 
which will knock out the bad notes and put in new ones. I assume 
that is only possible when you use dry paper? 

Mr. Hotrzciaw. No, sir. 

Mr. James. You can use it with wet paper? 

Mr. Houirzciaw. Yes. 

Off the record. 

(Discussion off the record.) 

Mr. James. Are you using that replacement device now? 

Mr. Hoirzciaw. No, sir; we have just awarded a contract for a 
pilot model. Here is what happens, a sheet containing 18 notes is 
examined by an examiner. If she sees a defective note she runs a 
crayon over it, and that is indicated to be removed when the sheet is 
reduced to note form, and this marking is done by hand. The exam- 
iners mark these notes with a red sticker indicating that the note is 
defective, and that note is taken out and a star note is introduced in 
the place of the missing note, so that we will have 100 notes in a pack- 
age or 40 packages in a bric ‘k, making a total of 4,000 notes. Now, 
this machine will perform this function. 
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These crayon marks will be put on the note with a crayon of a type 
which will fluoresce under an ultraviolet light, and that will activate 
an electric cell and a lot of things happen. That note is taken out 
and the machine automatically puts a good note in its place. 

Mr. James. That is an electronic operation? 

Mr. Houtzciaw. Yes, sir; that is correct. 

Mr. James. It activates guiding of the sheet to take that note out 
of there? 

Mr. Houtrzctaw. Not quite; no, sir. We have now the sheet con- 
verted into note form and a series of mechanisms take hold of the 
mutilated note, or the note that is marked with a fluorescent crayon, 
and it removes that note substituting in its place a good note, so that 
there will be 100 notes to a package always. 

Mr. James. Five years ago when I came on this committee I thought 
| knew something about the printing business, but I have remained 
static, while you have gone ahead, so I am going to say right now that 
what I knew about the printing business is about as far back in the 
ages as you are advanced beyond these times. 

Mr. Hourzciaw. No, sir; I do not agree with that, Mr. James. 
I think in addition to keeping abreast of the affairs of state that you 
have kept well abreast with the developments in the graphic arts. 

Mr. James. Off the record. 

(Discussion off the record.) 


OFFSET PRINTING 


Mr. James. Now, the next thing that we had before us some time 
ago, to your credit, was the matter of cost, practicability and feasi- 
bility of the offset method, in connection with the printing of the 
lower denominations of Government bonds by offset, has there been 
any occasion to regret that has been done? Has there been any 
criticism about the quality of the work? 

Mr. Hourzciaw. Incidentally, I talked to the Commissioner of the 
Public Debt, Mr. Kilby, this morning about another matter involving 
savings bonds, and he reminded me that the $25 denomination had 
been printed by the offset method for 2 years and up to $100 for 
vear, and there was no single instance of any irregularity of any kind. 
No counterfeiting so far has been disclosed. 

Mr. James. I do not know whether you will agree with me, or not, 
but I think the advances that have been made in offset printing are 
in a fair way to eliminate some of the more cumbersome methods of 
printing used for various types of requirements. I have seen some 
things, particularly in color printing, lately, that just made me gasp 
jobs that I would not have dreamed of 10 years ago that would 
ever be done by offset. And as you said a little while ago the security 
of our money and other important paper is not in the method by 
which it is printed, it is in the design; and in the making of the plate, 
the designing, and the quality of the engraving. 

Mr. Hourzctaw. Of course that is something like the question 
about which came first—the chicken or the egg. 

Mr. Jamzs. I will agree to that. 

Mr. Hourzctaw. Obv iously you want a printing plate with es- 
thetic values, delineation of the detail, sharpness of the lines of the 
incised design which, when translated into the printed impression, 





gives that impression a third dimensional effect which makes it 
extremely difficult to photograph and subsequently to spuriously 
reproduce. It is just as important to reproduce what the engraver 
has done as it is for the engraver to do what he has done. In. other 
words, if the printing technique, the printing equipment, is noi 
such as to take the ink out of the lines of that incised plate, put it on 
to a piece of paper in relief, why, the effect the engraver has originally 
attempted to achieve is entirely lost. So again ‘T say one is as im- 
portant as the other when you compare the two. 


IMPROVED INK 


Mr. James. Another thing of importance in printing is a reliably 
uniform ink diffusion. 

Mr. Hourzctaw. That is correct. And I might add too, Mr. 
James, the ink itself. We have done spectacular things in the Bureau 
in producing inks which have made all of this progress possible. 
We are pioneers in those developments. Unfortunately, the product 
of our effort is of little value in the use of the typographic or offset 
processes, but we are far ahead of any country in the world in the 
development of inks, both from the standpoint of being able to 
utilize them efficiently and economically and also from the standpoint 
of their resistance to abrasives and chemical reagents. We are really 
proud of what we have done in our development of inks. 

Mr. James. I think you have good reason to be. 


APPRENTICESHIP PROGRAM 


Now I want to get back to this apprenticeship question. I think 
you said a little while ago that the entire apprenticeship program is 
now inactive. 

Mr. Hourzciaw. It was discontinued on July 10, 1953 

Mr. James. During the time it was in effect, were there any 
apprentices who became journeymen? 

Mr. Hourzciaw. No, sir. 

Mr. James. So that all of the men who were separated, all of the 
48 who were separated 

Mr. Hotrzcitaw. All of the 70 

Mr. James. Every one of the 70 was a journeyman? 

Mr. Houtrzctaw. I am sorry; we are a little confused on that. 
You were mentioning the apprenticeship program. I said the 
apprenticeship program was discontinued on July 10, 1953. There 
were 70 of those apprentices, all of whom were reassigned to other 
jobs in the Bureau in most cases paying a higher rate of pay than 
when they vacated those jobs to become apprentices. On October 
31, 1955, we separated 48 journeymen. 

Mr. James. So that the apprentices, 70 in number, should be 
content because they really made a leap into something better than 
they might have expected in the same length of time in training. 
In other words, they all got good jobs? 

Mr. Hourzciaw. They all got good jobs but not nearly as high 
paying as they would have gotten had they ultimately become plate 
printers. 

Mr. James. And had not the need for plate printers diminished to 
the extent where they, too, would be hunting for jobs? 
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Mr. Houirzcitaw. That is correct. 

Mr. JAmsEs. So that there were 48 actual journeymen plate printers 
that were separated? 

Mr. Hourzciaw. Yes, sir. 

Mr. James. And of those 32 have accepted other work? 

Mr. Hourzciaw. I think 32 is the number. It is thereabouts. 

Mr. James. Those fellows were getting pretty good money at the 
time, but this thing is going to go far beyond the Government’s print- 
ting requirements. Industry is not going to need the same kind of 
stuff and the need for plate printers and that sort of work is not 
likely to be as great as it used to be. 

Mr. Houtzcitaw. No, sir. 


PERSONNEL REQUIRED TO OPERATE NEW EQUIPMENT 


Mr. James. On those new presses, take those 32 people, for example, 
how many men will be a team for a press of that kind? 

Mr. Houtrzctaw. We presume there will be one man and probably 
a helper. 

Mr. James. I think you are going to have to have a helper. 

Mr. Hourzciaw. Yes. 

Mr. James. On some of the corresponding presses, do they employ 

| helper between 2 presses, or vice versa? 

Mr. Hotrzctaw. We may actually resort to that. We have re- 
cently installed an industrial engineering function in the Bureau. 
The objective of this function is to study every phase of our operation 
with the view in mind of improving the operation, simplifying the 
operation, reducing the need for manpower, just as you would do in 
your own company. 

Mr. James. Now if you have a journeyman and he is a plate printer, 
| suppose he has a helper the same as the other. 

Mr. Hourzcitaw. That is correct. 

Mr. JAmes. And his helper in a sense has to train to become a 
plate printer? 

Mr. Hotrzctaw. No, sir. 

Mr. James. He does not? 

Mr. Hourzcitaw. No, sir. He would not be in an apprentice cate- 
gory. Actually with the introduction of these new presses, we cannot 
foresee the need for additional plate printers in 10 years. 

Mr. James. I think you are probably right. 

Mr. Hottzctaw. And there, again, as I mentioned earlier, it 
did not seem wise to train apprentices when you have a surplus of 
journeymen. 

Mr. James. But going beyond the 10 years and assuming this 
advance will last for a long while, then might there not, by reason of 
death, and so forth, be a “dilution of the ‘pool of plate printers and 
somewhere along the line other people would have to learn something 
about being plate printers; would they not? 

Mr. Hoxtrzcitaw. There is another long-range program in the 
Bureau. There are other ways and means being studied now to go 
beyond the rotary sheet-fed type of press which, in turn, would call 
for fewer plate printers. 

Mr. James. Therefore there is no need of my suggesting anything 
50 years from now? 
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Mr. Hourzciaw. I do not think so. We still have a considerable 
number of relatively young men in the plate-printing category. 


ROTARY SHEET-FED PRESSES 


Mr. Gary. I notice the engineering council discusses at length the 
rotary sheet-fed presses which you have been discussing and then it 
seems to recommend that instead of adopting that immediately, that 
you try to perfect a web-fed rotary press. 

Mr. James. Not for this job. 

Mr. Gary. Will you give us some statement on that? 

Mr. Hotrzciaw. It has been some time, Mr. Chairman, since | 
read that part of the report, but it is my recollection that they recom- 
mended that we proceed immediately with the acquisition of rotary 
sheet-fed presses and coincidentally with the acquisition of these 
rotary sheet-fed presses, that we study as a long-range project the 
web type of press. And that is precisely what we are doing, except 
there is no work currently being performed in connection ‘with the 
rotary web-type press and it does not seem to be a propitious time to 
do it; because we have a serious manpower problem on our hands now 
with the rotary sheet-fed press and this program we envision will 
extend over a period of several years. 

Mr. James. That would be one good way in my opinion of starting 
to downgrade the quality of the currency by trying to operate a web- 
type press. In the first place, you would have a papermaking prob- 
lem which is out of this world. You have a tough enough paper- 
making problem in getting security paper in sheets: but if you start 
the web- type press I feel you are going to run into considerable more 
trouble. You are going to have the web break 3 or 4 times and have 
just that much waste, and that waste will be ruined waste. 

Mr. Hourzciaw. That is right. 

Mr. James. Another thing is, if you have an imprinting job to do, 
what can you use? 

Mr. Hourzciaw. J can say, at least, there is a tremendous amount 
of research necessary even to demonstrate whether or not the web- 
fed press is feasible. I certainly would expect many years to elapse 
before such a development took place. 

Mr. Jamgs. I know I won’t live to see it; I hope, for your own 
benefit, that you will. 


ARRANGEMENT WITH MANUFACTURERS ON INSTALLATION OF NEW 
PRESSES 


Mr. Murray. Mr. Holtzclaw, you said that these two presses were 
given to you on a free-of-charge basis. Does that freeness depend 
upon their acceptability? If you reject it does the manufacturer 
suffer a loss? 

Mr. Hotrzciaw. First of all, the presses have been installed in the 
Bureau and remain the property of the two firms that supplied them. 
Under a written agreement with both companies, a clear, complete 
understanding has been had that we are under no obligation whatso- 
ever to acquire them. 

I might add that they have expended, I would say, $100,000 or 
more each in sending those presses over here, supplying the tech- 





405 


nicians, and they have no assurance that they will get one 5-cent 
piece out of them. They also understand that when and if they 
match the standard of quality of our product, the two presses will be 
evaluated on the basis of the cost of each acceptable impression and 
whichever concern has the lowest cost with the highest quality, we 
would then propose to award a contract to that particular concern. 

I can assure you we are under no obligation whatever. 

Mr. Murray. Still I am not clear on it in this respect: I under- 
stand we are under no obligation to purchase the machines, or the 
equipment; but is there any obligation to pay them for the expenses 
in connection with the equipment? 

Mr. Hourzciaw. I thought I cleared that up—I guess I did not— 
when I said they are still their property and they have been set up 
in the Bureau with the understanding we were under no obligation 
to them whatsoever. There is no intention to pay any part of the 
expenses they have been involved in. On one of the presses we 
defrayed the overseas shipment cost; the other concern assumed even 
those costs. 

Does that answer your question? 

Mr. Murray. It is still not clear. Suppose at the end of the 
period vou are not satisfied and return the machines to them, is 
there any obligation on our part to pay for them? That is not clear 
in my mind. 

Mr. Hourzctaw. At the conclusion of the tests, all we need to 
say is “remove your presses from the premises of the Bureau” and 
we are not involved in any cost whatsoever. Do I make that clear 
sir? 

Mr. Murray. I am a little in doubt, but I suppose it is clear on 
the record. 

Mr. Hourzciaw. I will be glad to elaborate. 

Mr. Murray. What I mean is, are we paying them for deprecia- 
tion or paying them for their manpower cost here and are we going 
to pay for the technicians you said they sent over, or are we getting 
it free just on an on-trial basis that if you accept, you will purchase 
the machine and, if you refuse to accept, you pay nothing? 

Mr. Hourzciaw. Let me see if I can make it simpler. A moment 
ago I said we defrayed the transportation cost of one press. Aside 
from that we will not pay 1 red cent for anything. We have been 
supplying them with inks and paper; they have been defraying the 
cost of their own technicians, transportation to and from the respective 
countries, all subsistence, salaries, and so forth. 

Mr. Murray. Assuming you find the machines match our quality 
and feel they should be purchased, is that an outright purchase or is 
that a rental proposition? 

Mr. Hourzciaw. Bids will be invited and the contract will be 
awarded on the basis of competitive bidding in strict accordance with 
Statute 3709. 

Mr. Murray. I am not questioning the process of bidding; I am 
questioning whether or not it is going to be a purchase or a rental. 

Mr. Hotrzciaw. Not a rental; no, sir; it will be an outright pur- 
chase. 

Mr. Murray. And then the technicians that were sent over 
here 

Mr. Hotrzctaw. Will return home. 
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Mr. Murray. And we will supply our own technicians after they 
are trained; is that correct? 
Mr. Hourzc LAW. That is correct, sir. 


RECRUITMENT OF PLATE PRINTERS 


Mr. Murray. Now it has been represented to me by some of these 
employees, and I can conceive it to be true, that at one time there 
was a shortage of plate printers and the Bureau in recruiting plate 
printers, of course, had to recruit them from private industry, and it 
was represented to them that by going with the Government they 
would obtain a great security in position. Is that true? 

Mr. Hourzcutaw. Under the civil-service rules and regulations | 
peers there are three different types of appointment that people 

‘an receive in the Government service. One is a term appointment 
of 60 days, 90 days, not to exceed a year, I believe; another is an 
indefinite appointment, and the other type is a probational appoint- 
ment. After a year, an employee with a probational status gets a 
permanent status which means so long as his services are needed and 
his conduct is satisfactory he will remain on the payroll. 

I think it is the common understanding that when a Government 
employee or an employee in private industry is not gainfully employed, 
his services are no longer necessary and he is therefore dropped from 
the rolls. No assurance was ever given or could ever be given anyone, 
particularly prior to 1951 when we were on an appropriation. basis of 
financing. We never knew when this committee would appropriate 
money for the products that we produce, or how much money they 
would appropriate and we could never guarantee employment to 
anyone. And that is just as true today as it was then. The law 
commits us to producing as cheaply, safe ‘ly, and efficiently as industry, 
and since Public Law 656 requires us to recover all costs, both direct 
and indirect including administrative overhead, and to adjust those 
costs from time to time to reflect the situation, that is what we must do. 

Mr. Murray. So that there could not possibly have been such a 
representation made to those individuals; is that correct? 

Mr. Houtrzcitaw. There could not possibly have been anv such 
representation, Mr. Murray. Iam sure the Civil Service Commission 
would bear that out. No one on the Government payroll is given any 
assurance of how long he will be there. I am certain I have no assur- 
ance as to how long I will remain in the Bureau. No promise or 
guaranty was given to me that I would stay there for an indefinite 
period. 

Mr. Murray. How long have you been in the Bureau? 

Mr. Hotrzciaw. 38 years. 

Mr. Murray. What was the average time these 48 employees were 
with the Government? 

Mr. Horrzciaw. From 6 years to 13 years. 

Mr. Murray. What was their average age? 

Mr. Hourzctaw. I would make a sheer guess and say 50. 

Mr. Murray. And when they left the Government service, from 
your knowledge of the trade which I know is very extensive, it was 
actually a physical impossibility for them to gain employment in 
other industries? 

Mr. Houtzciaw. No, sir; I could not agree with that, Mr. Murray. 
I know that we extended considerable aid and assistance to them m 
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writing to the various banknote companies and employers in their 
behalf and I know that some of them did secure employment through 
that medium. 

Mr. Murray. But there were at least 13 of them who had to take 
a position outside of their trade at considerably less money than they 
were receiving? 

Mr. Hourzcuaw. All of those who accepted reassignment in the 
Bureau—and there were 32 of them, I believe—accepted such re- 
assignment at a lower rate of pay. The remainder elected either to 
retire on disability or optional, and then some of them sought and 
secured employment in other categories. I do not know the full 
extent to which they did that. 


POSSIBILITY OF FURTHER REDUCTION OF PLATE-PRINTER FORCE 


Mr. Murray. In the future you recognize as a result of your 
present planning and engineering that there will be some more that 
of necessity will be let go; is that correct? Or am I misinterpreting 
something? 

Mr. Hotrzctaw. I would like to answer that but, before doing so, 
preface my remarks by saying Mr. James mentioned a moment ago 
that this committee had given impetus to the Bureau in its modern- 
ization efforts. I feel that the committee still believes that we should 
reduce costs by further modernization. A law exists on the statute 
books that authorizes the Secretary of the Treasury to have securities 
produced in the Bureau only so long as they can be produced 
heaply, as perfectly, as safely as they can by industry. In addition, 
the Secretary of the Treasury has directed the Bureau to bring about 
economies in its operations. If we are to follow out those three 
mandates, it seems to me that there will be surpluses in excess of those 
that can be taken care of through normal attrition. 

Mr. Murray. Is it possible to gear your modernization with attri- 
tion at all? 

Mr. Hotrzciaw. It is possible to do it part way. The only way 
it could really be done, Mr. Murray, is to stop modernizing until the 
surpluses have been absorbed by normal attrition. 

Mr. Murray. Obviously nobody desires to stop modernization or 
to stop efficiency. I recognize that the problems that have been 
created are probably more ‘troublesome to you than anyone else be- 
cause you have the burden of making the decision. The only thing 
| was wondering about at all is that we are faced with the problem 
that our modernization is going to cause a tremendous loss to our in- 
dividual workers. We expect our industry will face and solve this 
problem. The Government ought to be able to solve the problems its 
modernization programs create among individual employees. 

Here, we have a group of individuals who developed themselves 
ito one of the finest crafts in existence. Then they find, through 
mechanization, modernization, technical progress made during their 
younger years, they have no employment at an age where employ- 
ment fiers at the same standard of living is not available. 

| wonder if legislation is required in order to relieve the shock, or to 
help these individuals in this problem. 

In that connection, was there any study ai the time you faced this 
problem given to reducing the number of hours of work, so as to spread 
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out the work among those available, without any increased cost to 
the Government? 

Mr. Houtrzcitaw. Yes, Mr. Murray, that has been studied intensely, 
I would like to remind you, sir, that in addition to 292 plate printers 
that we have on the payroll, we have roughly 3,300 other employees 
in the Bureau and any such plan would pose an extremely serious 
problem bureauwise. 

In addition, unless there were legislation to reduce the 40-hour 
week, we could not do such a thing without resorting to a proposition 
of voluntary reduced hours. And under such a situation it would 
have to be unanimous, otherwise there would be violation of the 
Veterans’ Preference Act. To make an arbitrary determination to 
reduce the number of hours and correspondingty the rate of pay would 
be considered an adverse action against a veteran and therefore a 
violation of law. 

We also considered the proposition of time off in the form of a fur- 
lough. The same consideration prevails with reference to the veteran. 
We estimate that to absorb this excess inventory and stop moderniza- 
tion it would mean that each plate printer, had not this reduction 7 
force taken place, would have had to take roughly 30 days off a ye 
without pay and a loss of approximately $1,000 per plate eeliaher, 
which would affect him in many respects, suc +h as reduction in annual 
leave, reduction in sick leave, and in his 5 years of highest pay for 
retirement purposes. 

Yes, Mr. aatae I mentioned earlier there has never been a 


problem in this Bureau that has received more detailed consideration 
than the surplus plate printers. 


Mr. Murray. I imagine so, because from my observation you are 
very interested in your work and, having risen through the ranks in 
the Bureau, you are obviously as interested in the welfare of the 
people you work with as anybody else; but it is a problem and | 
would like to develop it a little bit more for my own satisfaction and 
for the record also. 

I might say in connection with my questions I did not want the 
record to indicate that it was only limited to one trade. Obviously 
it is a problem among other employees. The questions I asked were 
intended to be generally applicable. The one thought I had in mind 
with respect to vour answer is that here you have men with up to 18 
years of service—is that right? 

Mr. Houtrzciaw. Thirteen. 

Mr. Murray. Up to 13 vears of service, who were discharged and 
who have absolutely no possible chance of being rehired, or a very 
slim chance if you consider the full testimony today, whose rights of 
retirement have been seriously affected. The only choice they have 
is either take their money out of retirement or hope that they can find 
a position in Government which will assist them to retirement, which 
is very doubtful because of their age. In view of that, why would it 
not have been possible—this is just for my information—even if it 
required reducing some of the other employees, in view of the years 
they had built up in service, to spread out the work to at least enable 
the 13-vear employees to obtain their retirement rights? 

Mr. Hotrzcitaw. I am not sure I understand your question, Mr. 
Murray, but craftsmen are not interchangeable. By that I mean 
plate printers, pressmen, engravers, steamfitters, and so on are not 
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interchangeable. There is an excessive inventory, such excessive 
inventory having been built up primarily because I have tried to 
pursue humane treatment to this particular craft. 

Mr. Murray. I might say right there that the record shows that, 
too, and I am certain that is a fact from the record. There is not any 
question about that. 

Mr. Hourzcuaw. As I said, largely as a result of pursuing humane 
methods, we have built up this excessive inventory which has grown 
all out of proportion to the needs. So it is this particular craft that 
we are now considering, and to share the work, as you put it, by 
reducing the number of hours in a day, would require a revision of the 
law in view of the 40-hour law—lI do not remember the number—and 
there would also be the proposition of violating veterans’ rights by 
resorting to rotating furloughs and things of that sort. 

Mr. Murray, let me say I have an open door policy. Anyone who 
wants to see me, in due course I see him. We have 26 unions in the 
Bureau. We have a large conference room that we have built in the 
last 2 years in which 40 or 50 people can assemble. I make it a point 
to get these groups together and report and explain to them every 
action that is about to be taken, either favorable or adverse. In this 
particular instance I spent many weary hours discussing the situation 
with the executive committee of the Plate Printers Union, every facet 
of the problem, share the work and every other consideration that 
either we or they could think of. As a matter of fact, the decision— 
and by the way, it was mine, supported by the Department—to ter- 
minate these men came only after long months of consideration. 

Let me give you just one example of one of the measures that I had 
thoroughly investigated. We mentioned a moment ago something 
about mutilated notes. I thought it might be possible for us to de- 
stroy every sheet of 18 notes if ‘there was only 1 defective note on it, 
hoping thereby that the cost of the processing operations would be 
such as to justify such a course of action, and in that way every sheet 
that had a mutilated note on it would have to be printed again, 
hoping thereby to make more work for the plate printers. When 
the investigation was concluded it was shown that to do such a 
thing would cause us to spend $1,115,000 additional annually to save 
the positions of the 48 plate printers. In good conscience I could 
not make such a decision. 

Mr. Murray. On this new program, these new presses, and their 
bearing on the individuals, have you consulted among the men as to 
the effect of that? 

Mr. Hotrzctaw. Many times. As far back as 1951, this executive 
committee, which unfortunately from time to time changes its mem- 
bership, were completely aware of the 32-subject program. They 
were aware of it as far back as 1951. 

Mr. Murray. Do you contemplate using or attempting to use the 
men who were let off, training them on jobs that might be created 
such as maintenance of this new machinery? 

Mr. Hourzciaw. I am afraid not. We would get into a serious 
jurisdictional fight there because you would be encroaching either on 
the machinists’ work or the electricians’ work. 

Mr. Murray. How long would you have to spread out the moderni- 
zation plan to gear it with normal attrition, or do you have any 
estimate? 
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Mr. Hotrzctaw. We would have to spread it out, I am sure, over 
10 years. I have not worked up any figures on that. 

Maybe this would be of interest to you, Mr. Murray. We have no 
intention of acquiring a large number of presses at any one time. The 
present plans, which have been thoroughly discussed with this par- 
ticular union over a period of years, is to acquire 8 presses and 8 only, 
and I estimate that the acquisition of those presses and their installa- 
tion will require about 2 years. It is my plan, unless I am directed to 
do otherwise, to very carefully study the effect of these 8 new presses 
on quality, manpower, and at the propitious time acquiring an addi- 
tional 8. When that will be, I do not know, but we do not have any 
plans for acquiring a large number of presses at any one time. The 
reason for eight is that they seemed to fit into this self-contained 
pressroom where we would do the complete printing and processing 
of currency and obtain maximum security in the various handling 
operations. 

Mr. Murray. Those are all the questions I have. 

Mr. Hourzcuaw. Mr. Murray, let me make this further comment, 
and it is an obvious one and I should not have to make it. There are 
two ways to save money, either in Government or in industry. One 
is by doing the job with less manpower. The other is conservation of 
materials. 

We spend about $6 million a year for materials. The best we could 
ever hope to do is save 10 percent on materials. That comes out to 
$600,000. So the only other area in which we could save money would 
be by having less manpower. 

Mr. Murray. I would like to make the statement for the record 
that I think if you have a nationwide attitude of saving money by 
eliminating the amount of wages you pay, in the long run you do not 
save anything. I think history has borne that out. I recognize the 
need for efficient and economic operation, but we also have to recog- 
nize our obligations to our fellowmen. 

Mr. Hourzcuiaw. I am certainly in accord with that, and you prob- 
ably are far better qualified than I am to speak on the economic side 
of it. 

Mr. Murray. No, I do not think I am, but it is a problem that | 
think has to be corrected. A Government man 55 years of age, with 
13 years service in a trade for which industry has no need is not apt 
to get work in outside industry. He will just be left out and have to 
get on the relief rolls or something and cut his standard of living 
down to a point detrimental to his and his family’s welfare. We 
certainly have to face that problem and solve it. 

Mr. Gary. Thank you, Mr. Holtzclaw. It has been a very helpful 
and satisfactory discussion. 

Mr. Hourzctaw. Thank you, sir. 





411 


THURSDAY, JANUARY 26, 1956. 


INTERNAL REVENUE SERVICE 


WITNESSES 


RUSSELL C. HARRINGTON, COMMISSIONER 
Oo. GORDON DELK, DEPUTY COMMISSIONER 


HARRY J. TRAINOR, ASSISTANT COMMISSIONER (OPERATIONS) 
JUSTIN F. WINKLE, ASSISTANT COMMISSIONER (TECHNICAL) 


HARRELL T. VANCE, ASSISTANT COMMISSIONER 


TION) 


(ADMINISTRA- 


GRAY W. HUME, DIRECTOR, FISCAL MANAGEMENT DIVISION 


SALARIES AND 


<XPENSES 


Program and financing 


Program by activities 
1. Rulings, technical 
services 

», Collection of revenue 
Audit of tax returns 
Tax fraud and special investigations 
Alcohol and tobacco tax regulatory work 
‘Taxpayer conferences and appeals 

7. Legal services 

. Inspection 
Statistical reporting 
Executive direction 


planning, and _ special 


Total obligations 


nancing: 
Appropriation (adjusted 


Proposed supplemental due to pay increases 


Obligatio 


Object classification 


Total number of permanent positions 
Full-time equivalent of all other positions... 
Average number of all employees 

Number of employees at end of year - 


Average salaries and grades: 
General schedule grades 
Average salary -- 
Average grade. 
01 Personal services: 
Permanent positions. 
Positions other than permanent_- 
Regular pay above 52-week base 
Payment above basic rates 


Total personal services 
02 Travel.. : 
03 Transportation of things 
(4 Communication services 
05 Rents and utility services 
06 Printing and reproduction - - 
07 Other contractual services 
08 Supplies and materials 
09 Equipment. ------ ‘ : ‘ 
13 Refunds, awards, and indemnities- - 
15 Taxes and assessments -- 


Total obligations_...--- 


1955 actual 


technical 

$4, 117, 596 
118, 675, 450 
97, 427, 657 

12, 663, 53 

21, 653, 221 

9, 111, 741 
6, 343, 207 

3, 555, 481 
2,025, 075 


3, 194, 745 
278, 767, 707 


278, 767, 707 


ns by objects 


1955 actual 


53, 285 
1, 285 
51, 821 


50, 890 | 


$4, 702 


GS-6.6 


$242, 429, 848 
3, 879, 022 
910, 207 


636, 120 | 


247, 855, 197 
6, 682, 198 


1, 632, 905 | 


6, 016, 906 
, 512, 357 


6, 892, 045 


2, 312, 681 | 


2, 802, 280 
1, 962, 770 
795, 960 


302, 408 | 


278, 767, 707 


| 


1956 estimate 


$4, 341, 050 
125, 450, 331 
106, 434, 833 

15, 378, 666 

23, 316, 057 

10, 372, 331 

6, 779, 999 
3, 897, 907 
1, 895, 873 
3, 368, 953 


301, 236, 000 


282, 250, 


18, 986, 000 


1956 estimate 


$5, 


GS-6.6 


, 404, 
, 163, 
, O11, 
, 190, 


178 


423 


38, 769, 
7, 205, 
, 545, 

, 733, 
2, 098, 
), 818, 
3, 425, 
2, 950, 
1, 981, 
510, 


107 
341 


890 
747 


128 


000 | 


076 | 
978 | 
655 
170 | 
517 | 
105 | 


000 | 
198, 340 | 


301, 236, 000 


1957 estimate 


$4, 980, 807 
72, 920 
625, 393 

5, 863, 599 
3, 724, 436 
, 424, 538 

, 031, 299 

, 033, 847 

, 947, 591 
3, 445, 550 


, 850, 000 


, 850, 000 


1957 estimate 


188, 862 
, 206, 149 


, 250, 623 


3, 645, 634 
, 191 
079 


, 103, 161 
}, 968, 747 
3, 276, 245 
2, 953, 805 
3, 481, 128 
510, 000 
198, 465 


, 850, 000 
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Budget authorizations, eNO e and balances 


1955 actual | 1956 estimate | 1957 estimate 


msmeate 


BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation | $278, 477,172 | $282, 250,000 | $307, 850, 000 
Transferred (69 Stat. 240) from | 
‘Salaries and expenses, Office of the Treasurer’’_-_- | 15, 000 
“Salaries and expenses, guard force, United States Secret | 
Service”’ ; 2, 032 
“Salaries and expenses s, Bureau of the Mint’’.__-__- 16, 922 
“‘Operating expenses, Coast Guard”’..............-..---..| 142, 793 
“Retired pay, Coast Guard’”’ ; ; ‘ 86, 621 | 
“Reserve training, Coast Guard’’__-...__.--- — 27, 167 





Adjusted appropriation- hecsrbiestenwsnman| epee ness, mn eee 307, 850, 000 
Proposed supplemental due to pay increases_._-_--- 5 pel 5 | Se OR G0 |. cuwesn 
Obligated balance brought forward - ------ ae ---| 11,966,865 | 19, 070, 417 14, 100, 000 

Total budget authorizations available__- 290, 7 7 34, ! | $20, 306, 417 321, 950, 000 


EXPENDITURES AND BALANCES 


Expenditures— | 
Out of current authorizations - ; jel) ae 28 | 268, 966, 000 292, 850, 000 
Out of anticipated supplements al appropriation ass atk -| 18, 270,000 | 716, 000 
Out of prior authorizations_- ; ecm 11, 675, 231 | 18, 970, 417 13, 384, 000 

Total expenditures. __- 271, 475,159 | 306, 206, 417 306, 950, 000 

Balance no longer available (other than unobligated, expiring | 

for obligation) : aku slibanmesawounn a a aa 
Obligated balance c urried forward ____-- nkpae j 19, 070, 417 14, 100, 000 15, 000, 000 





Total expenditures and balances ---- icaien cena 290, 734, 572 | 320,306,417 | 321, 950, 000 
| 


Mr. Gary. We will take up this morning the estimates of the 
Internal Revenue Service, for which the appropriations for fiscal year 
1956 were $282,250,000 and the appropriations for 1956, including the 
proposed pay supplement, were $301,236,000. The estimate for 1957 
is $307,850,000—an increase over the total appropriation for 1956 of 
$6,614,000. 

We are delighted to have Mr. Harrington, the new Commissioner, 
with us this morning. I would like to say, as a lifelong friend and 
fellow townsman of the previous Commissioner, Mr. T. Coleman 
Andrews, that I was sorry to see him sever his connection with the 
Internal Revenue Service. He isa very able man. We welcome you 
this morning, Mr. Harrington, as his successor, and, as is customary 
with this committee, for the benefit of the Members on the floor of the 
House, if you will give us something of your background at this time 
we would appreciate it. 


BACKGROUND OF COMMISSIONER HARRINGTON 


Mr. Harrineton. All of my adult life has been spent in accounting, 
35 years with the national firm of Ernst & Ernst, and a partner in that 
firm for the past 15 years until I retired on November 30 to come down 
here and accept this position. 

I have been active for a number of years in various State and na- 
tional organizations. For 9 years I served as a member of the Council 
of American Institute of Accountants, which is the governing body 
of that institute. I served on a number of comr __.tees, including the 
committee on auditing procedure, the trial board, and the committee 
on public relations. 
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[ am past president of the Rhode Island Society of Certified Public 
Accountants and past president of the Association of Certified Public 
Accountant Examiners, which is a national organization of State 
accountancy boards. I was chairman of the Rhode Island Board of 
Accountancy for 4 years; I served as vice president of the Rhode 
Island Public Expe inditure Council and as a member of the board of 
directors and executive committee of the Junior Achievement of 
Rhode Island, Inc., and vice president and chairman of the finance 
committee of the Greater Providence Y. M. C. A. 

I have been active in the Chamber of Commerce of the United 
States and served as president of the Providence Chamber of Com- 
merce. I went with the national chamber as director in 1947. I 
was chairman of the committee on business statistics, the committee 
on Goverment expenditures, and a member of the executive committee 
of that organization. 

I served on the national chamber as a vice president for 3 years 
and was elected treasurer in 1955 and resigned that position to come 
down here and take this job. 

That sums it up, Mr. Chairman. If there is anything further I 
can add, I would be glad to do so. 


GENERAL STATEMENT 


Mr. Gary. Do you have a general statement which you would like 
to make? 

Mr. Harrineton. Yes, sir; I would be very glad to present one to 
you. 

Mr. Chairman and members of the committee, this is my first 
opportunity to appear before you to present the annual budget for 
the Internal Revenue Service. It is a privilege to be here. 

As you know, I have been the Commissioner of Internal Revenue 
for only a short time, since early in December, and the budget for 
1957 was prepared prior to my gn ae I have reviewed it, 
however, and in my judgment it is a realistic estimate, based on a 
firm program. It will permit the sitiganian in 1957 of the same 
operations as in 1956, at essentially the same levels. Only minor 
personnel increases are requested, and those are to bolster staffs in 
three areas. We need to strengthen our legal staff to handle the 
increased number of cases which our enforcement men are developing, 
and to aid our district directors in the legal problems that arise in the 
daily operations of their offices, particularly in connection with the 
collection of delinquent tax accounts. Tax rulings and regulations 
work is much heavier since the adoption of the 1954 Code, and more 
technicians are required in that field. Finally, we have taken steps 
to effect a stronger tax enforcement program abroad through the 
establishment of an International Operations Division, which will 
have primary responsibility for our overseas audit, collection, and 
investigation activities. We will staff the Division in large part 
through the transfer of technical personnel from other operations of 
the Service without replacement. We will need additional clerical 
support, however, to handle the clerical operations of the division. 
Overall the total additional personnel requested for 1957 amounts to 
about 225 man-years. 
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APPROPRIATION REQUEST FOR 1957 










The appropriation requested for 1957 in the amount of $307,850,000 
represents the planning of our managers at district, regional, and na- 
tional levels, based on clearly-defined national policies. A funda- 
mental change from prior year budgets has been effected in thie 
method of costing manpower requirements in order to present a more 
factual estimate of the number of man-years which can be obtained 
with the funds requested. Under the method previously followed, 
the Service found that the cost of personnel was being computed at 
too low a rate, and the appropriation granted did not provide for the 
number of man-years indicated by the budget schedules. Because of 
this, we have been able in fiscal year 1956 to effect only a small part 
of the personnel increase that was planned and, also, we have had to 
delay an essential equipment replacement program. 

We are asking for $25.6 million more than is available under this 
year’s appropriation. I should point out, however, that $20 million 
of this amount results from legislation passed during the last session 
of Congress. About $19 million represents the additional payroll 
cost due to the Federal Employees Salary Increase Act of 1955, and 
$1 million to give effect to the provisions of the amendment to the 
Travel Expense Act of 1949, enacted last summer, providing for in- 
creased per diem and mileage reimbursements. The remainder of 
the increase, totaling $5.6 million net after allowance for certain 
appropriation reductions, includes funds to meet increasing personal 
services cost; the resumption of the equipment replacement program: 
the small program increases for legal, tax rulings, and foreign tax 
work mentioned earlier; and a small increase in printing. 

The provision for meeting the increasing personal service costs is 
$4.6 million, which represents the cost of salary advancements within 
each classification grade, as well as grade-to-grade promotions. — It 
has not been the practice of the Service in the past to budget for these 
costs, under the theory that they could be absorbed through turnover 
savings. It has not been possible to effect this absorption. As a 
result, the Service has been unable to staff up to the extent budget 
estimates have indicated and to which the Service would have desired 
with the appropriations granted by the Congress. This year these 
additional costs have been recognized in the budget. To prevent 
a loss of 680 man-years through absorption of the cost of within-grade 
salary advancements, which must be granted emplovees by law, we 
are requesting $3.5 million. For grade-to-grade promotions we are 
requesting $1.1 million, thereby giving budgetary recognition to the 
need for an effective promotional program. A program of this type 
will provide the emplovees of the Service with an incentive, not only 
to increase their efficiency, but also to continue as members of the 
organization. It is our conviction that returns in increased efficiency 
will far outweigh the additional cost. 






































MAJOR ACCOMPLISHMENTS DURING PAST YEAR 


Next, I would like to touch just briefly on some of the major accom- 
plishments of the Service during the past year. 
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COLLECTION OF REVENUE 


We are continuing our policy of mathematically verifying the tax 
computations on all tax returns within the calendar year in which 
they are filed. During the first 11 months of this year we verified 
ne arly 41 million individual i income tax returns, Form 1040, or about 
95, percent of these returns. Of this number, 998 thousand required 
correction, at an average of $89 per change. The increases in tax 
resulting from verification amounted to $66.6 million and the decreases 
to $22.3 million—a net increase of over $44 million. 

During the first 11 months of calendar year 1955 1,933,000 
taxpayers delinquent accounts were diask. an increase of 13 percent 
over the same period in 1954. An increase of $174 million, about 
34 percent, in collections on delinquent accounts also was accomplished 
for the same period. This increesed production results from an 
increase in the average monthly closings per ih inighogeiv officer from 
22.4 to 30.8, an increase of over 87 percent from a vear ago. The 
improvement is due to several factors, but we think : peeukes chiefly 
from a continuing enrphasis on the problem, and better supervision 
and training of our employees. At the same time our inventory of 
TDA’s has remeined high, both in terms of numbers and money, 
and this area will continue to receive close attention throughout the 
next fiscal year. 

While we have been plecing our primary collection emphasis on 
the collection of known delinquent accounts, we have also secured 
some 590,000 delinquent returns in the first 9 months of calendar 

1955 from taxpevers who had failed to file as required by law. This 
is an increase of close to 10 percent over the same period in 1954. 
Despite this increased production, the inventory of assigned delinquent 
filing and other investigations increased from 487,000 cases on January 
|, 1955, to 575,000 cases on September 30. In addition we have had 
a decided reduction in the number of returns obtained through 
canvassing. It has been thought that the inventory of outstanding 
delinquent accounts could be reduced to a manageable stage and 
thet we would be able to devote proper attention to delinquent 
filing and other investigations. However, I am eoncerned about this 
situation and when I know more about it, as I intend to, | may make 
some policy changes in this respect. 

Another matter of concern to me is the fact that there was a reduc- 
tion in the number of individual income tax returns filed in 1955 as 
compared with 1954. We do not yet know the full reason for this 
decrease, but are actively seeking the cause. 


AUDIT OF TAX RETURNS 


Continued improvement has been shown in the examination of tax 
returns to establish the correct liabilities of taxpayers, and is reflected 
in a substantial increase in returns examined. For example, field 
wudits and examinations of income, estate, and gift taxes were up 
almost 19 percent in fiscal 1955 over 1954. Additional tax, interest, 
and penalties assessed from audit efforts rose $130 million. <A portion 
of this increased production was due to the employment of additional 
revenue agents with funds granted by Congress. Another factor was 





416 


the emphasis placed on improving audit techniques, and strengthening 
the methods for classifying and selecting returns for examination. 

Our prerefund audit program continues to play an important part 
in increasing tax collections. During the 1954 prerefund program 68 
percent of the returns selected for this type of éxamination were 
found to contain errors. In view of this high rate of error, the number 
of returns subjected to prerefund audit during the 1955 program wis 
approximately doubled. In auditing these returns in 1955 we reduced 
the amount of the requested refunds by about $60 million. Had we 
refunded this money to the taxpayers before we examined the returns 
it would have been necessary to ask the taxpayers to repay it at a 
later date, placing a tremendous burden on our collection activity. 

This year the Service has modified the program for assisting ax- 
payers during the filing period to effect a substantial reduction in the 
aiebae of man-hours diverted from enforcement work. Much 
greater use will be made of designated special taxpayer assistance 
days which were tested in 1955 and proved to be effective. Under 
this plan the taxpayer is given needed assistance with a far more 
efficient use of Service personnel and therefore at less cost. Another 
advantage of the plan is that it assists the taxpayer permanently by 
giving him a better unde rstanding of how to prepare and file his Fed- 
eral income tax return. I have thoroughly reviewed the proposed 
changes in our taxpayer assistance program, and am in general agree- 
ment with the approach that has been worked out. I found, how- 
ever, that the instructions for the handling of taxpayers on nondesig- 
nated days were too restrictive, and have issued orders to our field 
people to make it unmistakably clear that no taxpayer is to be denied 
the assistance he may need in the preparation of his tax return, even 
on nondesignated days. 


TAX FRAUD AND SPECIAL INVESTIGATIONS 


In the field of tax fraud and special investigations, our special 
agents investigated more tax fraud irregularities and recommended 
prosecution in a greater number of cases in fiscal 1955 than in 1954, 
the previous high. Preliminary investigations were up 35 percent, 
full-scale investigations up 4 percent, and prosecution recommenda- 
tions 15 percent. Conviction obtained in 1955 increased 5 percent. 
Available data for 1956 indicate a continuation of this upward trend. 

During the latter part of fiscal 1955 our already vigorous criminal 
enforcement program was strengthened by the recruitment of addi- 
tional special agents provided by the supplemental appropriation for 
fiscal 1955, increasing our criminal investigative force by 24 percent. 
Training demands, o f course, have limited the productivity of the 
additional eran a their efforts will contribute appreciably to 
our fraud work accomplishments in fiscal 1957. 


TAXPAYER CONFERENCES AND APPEALS 


We are pleased to report that taxpayers are now being afforded 
prompt consideration of their appeals even though in keeping with 
the number of tax returns examined, the number of cases appealed 
has increased approximately 30 percent during the first 9 months of 
calendar 1955 as compared with the same period in 1954. We have 
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been able to keep the workload of pending cases at a level of seventeen 
to eighteen thousand cases and will continue our efforts to maintain a 
current workload position. 


ALCOHOL AND TOBACCO TAX REGULATORY WORK 


As discussed in last year’s statement, administrative changes were 
initiated early in fiscal 1955 in our alcohol and tobacco tax work, which 
were intended to reduce the number of employees required to supervise 
qualified liquor establishments. As a result of these changes, a sub- 
stantial reduction in storekeeper-gager supervision at industrial 
alcohol plants, denaturing plants, and bottling houses was effected 
during fiscal 1955. During the present fiscal year regulatory changes 
are being made which, through improved controls, | will permit the 
elimination of nighttime supervision at most beverage distilleries. 
Through these changes, the staffing requirements for this type of work 
will have been reduced between July 1, 1954, and June 30, 1956, by 
about 255 positions. 

The major portion of the savings through economies achieved in 
plant supervision was used to strengthen our alcohol and_ tobacco 
enforcement staff, a move that was badly needed, particularly in the 
Southeastern States and the metropolitan areas of the East. During 
the period July 1, 1954, to June 30, 1956, we will have increased our 
investigator staff ‘by approximately 165 positions. The effectiveness 
of this program is apparent in the reports of accomplishments. Dur- 
ing fiscal year 1955, with only two-thirds of the additional positions 
filled, mash and still seizures increased 9 percent over 1954, while 
arrests were up approximately 12 percent. Currently, the seizures 
of mash are exceeding those of fiscal 1955 by 25 percent, seizures of 
stills are up 21 percent, and arrests have increased 15 percent. 

I would like to conelude this statement by making several points 
which I have already made to each Revenue Service employee by 
letter, and on which I feel that I can speak with certainty, even at this 

early stage of my tenure as Commissioner of Internal Revenue. 

The first is that my objective will be to administer our tax laws in a 
manner to provide the taxpayers of this Nation with an increasingly 
efficient, impartial, and incorruptible Internal Revenue Service. 

Secondly, since the Revenue Service is an organization of human 
beings rather than a machine, I recognize that this objective can be 
achieved only by providing a sympathetic and understanding adminis- 
tration which takes account of the interests, problems, and desires 
of the people who compose the Service. 

The third point is that I intend to operate the Internal Revenue 
Service completely on a merit basis—both in tax matters and in in- 
ternal management affairs of the Service, and that I shall expect all 
officers and employees to establish and maintain high standards of 
performance and personal conduct. In tax matters, our objective 
will be to administer the tax laws vigorously, fearlessly, and im- 
partially. In the personnel area, we will foster the development of 
an ever stronger and more effective career service in which merit and 
loyalty provide the only road to advancement. 

Finally, may I say that I have no present plans for initiating any 
major changes in the organization of the Service. I feel that a period 
of “settling down” is needed to achieve the full advantages of the 
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reorganization effected during the last several years. I have recently 
discussed this matter with the staff representatives of this committee, 
who have been visiting with us for the past several months, and have 
so expressed myself to them. At this time, I wish to express my 
pleasure at having had this group with us in the Revenue Service 
while the Congress was adjourned. We hope that their stay has 
been a pleasant one and that the information they have obtained 
will be helpful to the committee. 

| would also like to say that I shall not hesitate to make changes 
or adjustments in policy if I find them to be necessary. I plan to 
review all current policies and policy issues, and I assure you that 
I shall take the necessary steps to make adjustments where improve- 
ments can be made. 

This completes my statement. We shall be pleased to answer anv 
questions you may have about our budget estimate or the operations 
of the Internal Revenue Service, and I have brought with me, as you 
see, the Deputy Commissioner, the Assistant Commissioners, and our 
Director of Fiscal Management. And if I cannot answer the ques- 
tions, I can probably find somebody who can. 

Thank you very much. 

Mr. Gary. Thank you, Mr. Harrington. 


SALARIES AND EXPENSES 
SUMMARY JUSTIFICATION DATA 


We will insert pages 140, 141, 142, 143, 144, 145, and 146 
point in the record. 
(The matter above referred to is as follows:) 


Analysis of appropriation base for fiscal year 195? 


Regular appropriation, 1956 act 250, 000 
Supplemental appropriation for 1956 


Total appropriation, 1956 250, 000 
teductions: 

Activity No. 1. Rulings, technical planning, and 

special technical services 527, 949 
Activity No. 2. Collection of revenue , 070 
Activity No. 3. Audit of tax returns , 987 
Activity No. 4. Tax fraud and special investiga- 

tions , 821 
Activity No. 5. Aleohol and tobacco tax regula- 

tory work , 824 
Activity No.6. Taxpavers conferences and appeals , 350 
Activity No. Legal services 33, 877 
Activity No. 8. Inspection 2, 720 
Activity No. 9. Statistical reporting », 380 
Activity No. 10. Executive direction 9, 310 


Total 2, 721, 888 


Additions: 
Activity No. 1. Rulings, technical planning, and 
special technical services 284, 875 
Activity No. 2. Collection of revenue 7.714, 252 
Activity No. 3. Audit of tax returns 7, 149, 016 
Activity No. 4. Tax fraud and special investiga- 
tions. _- 1, 065, 440 


1 Does not include proposed supplemental to cover cost of authorized pay increases. 
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Analysis of appropriations base for fiscal year 1957—Continued 


Additions—Continued 

Activity No. 5. Alcohol and tobacco tax regula- 

tory work ‘ $1, 476, 808 
Activity No. 6. Taxpayer conferences and ap- 

peals , : 703, 
Activity No. 7. Legal services___ 436, 
Activity No. 8. Inspection__- 235, 
Activity No. 9. Statistical reporting 108, 
Activity No. 10. Executive direction oes 186, : 


Total ; : 9 360, ¢ 


Adjustment in base (net) + $16, 638, - 


Appropriation base for 1957__ 298, 888. ; 
Increase over appropriation base for 1957 8, 961, 5: 


Appropriation estimate for 1957 307, 850, 000 
Increase or decrease from total appropriation, 1956 25, 600, 000 


Comparison of appropriation base with appropriation estimate for 1957 


Appropriation base Appropriation esti- ili a 
for 1957 mate for 1957 Increase or decrease 


Activity am ae ~ a 


erage Average Average 
Ave Eas | Amount Average Amount : Amount 
positions positions positions 


1. Rulings, technical planning, 
and special technical services d 4, 310, 976 4 a: 807 
Collection of revenue 24, 76 24, 385, 413 
Audit of tax returns ‘ j 5, 714, 861 
lax fraud and special investi- 
gations 2, 203. 3 5, 320, 333 2, 234. ¢ 5, 599 < | 543, 
Alcohol and tobacco tax regu- | 
latory work 3, 624 23, 035, 214 3, 656. 2 | 23, 724, 436 2 689, 22: 
. Taxpayer conferences and ap- ‘ 
peals 5 245, 012 au ; 538 4. 179, ! 

7. Legal services , 744, 470 , 096, 3 , 531, 299 3: 786, 
Inspection 3, 884, 220 53 . 867 149, 
Statistical reporting , 889, 0OR 352. : : , 591 § 58, 58: 
Executive direction a 3, 358, 936 46 3, 550 4 86, 


Total 52, 5 | 208, 888, 443 2, 959. 4 , 850, 000 933. 7 8, 961, 557 
Adjustment in base (net) — 16,638,443 +16, 638, 


Total, appropriation 1956, 
and appropriation estimate 
for 1957 52, 734. 5 |282, 250,000 | 52,959. 2 


Yee 


0Ou 


GENERAL STATEMENT 


The Internal Revenue Service is responsible for determination, assessment, and 
collection of all internal revenue taxes; enforcement of internal revenue laws: 
refunding or crediting of any overpayment of tax or erroneous collection; and 
preparation and distribution of instructions, regulations, forms, and stamps. 
It is also charged with certain duties under statutes that do not impose taxes, 
but whieh are directly related to internal revenue, such as the Federal Alcohol 
\dministration Act, as amended, the Liquor Enforcement Act of 1936, and the 
Federal Firearms Act. 

During fiscal vear 1955, 88.7 million tax returns were received and processed, 
compared with 88.9 million in fiseal vear 1954. 

Examinations of excise and employment tax returns during fiscal vear 1955 
increased 168 percent, while examinations of income, estate, and gift tax returns 
increased 6.5 percent. Additional tax resulting from enforcement efforts during 
fiscal vear 1955 amounted to $1,508 million, an increase of $66 million over the 
amount reported for the previous fiscal vear. Additional tax resulting from audit 
work increased $130 million as compared with the prior year, but there were 
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offsetting decreases in tax resulting from the mathematical verification of returns 
and in the tax, interest and penalties assessed on delinquent returns. 

‘he appropriation for the fiscal year 1956 is $282,250,000, and the amount 
requested in 1957 is $307,850,000, an increase of $25,600,000. Differences between 
the 1956 appropriation and the request for 1957 are as follows: 


Increases required by law: 
Additional salary costs resulting from enactment of Public 
BRI UNG REA ARNE csi tes adic ons k as sw es ieee j monies « caw” LE eT, 000 
2. Additional personnel costs___ : paces 3, 533, 000 
3. Increased travel allowances authorized in Public Law 189, 


84th Cong., approved July 28, 1955___-__--------- 1, 108, 000 
Other increases: 

4. Cost of grade-to-grade promotions in 1957____- ‘ ee 1, 115, 000 
5. Reinstatement of the equipment replacement program So 1, 500, 000 
6. Increased legal work f : ; 657, 000 
7. Increased tax rulings work Stier ke 591, 000 
SB. Jnotease in foreign tax work... <5 .-.senu-~ a 308, 000 
9. Increase in cost of printing. --.............---.-- - 150, 000 

Total increases _ - 97, 85 09, 000 


Offsetting reductions, chiefly for an extra day’ s pay in 1956 not re- 
quired in 1957 and for rental costs proposed for transfer to appro- 
priations of the General Services Administration___ Cae 2, 259, 000 


Net increase, 1957 over 1956__________-- 5 oo 25, 600, 000 


As indicated above, about $19 million is required to meet salary increases 
provided by Public Law 94, (84th Cong.) entitled “Federal Employees Salary 
Increase Act of 1955’’ which was passed after enactment of the 1956 appropriation. 
A supplemental appropriation of about $19 million will be requested for this 
purpose for 1956, so that the real increase in 1957, exclusive of pay act costs, is 
about $6,600,000. 

The largest increase in 1957, other than for the pay act costs is for the increased 
cost of personal services ($3,533,000) and grade promotions ($1,115,000). The 
average salary of employees in the Service increases each year. Likewise, as the 
enforcement personnel become more proficient and are assigned more difficult 
work, grade promotions must be made in accordance with classification laws and 
a sound promotion policy recognizing both the work requirements of the Service 
and the ability of employees who perform the work. These factors of increased 
cost have long existed, but were not recognized in prior budgets, which therefore 
were unrealistic and could not be executed in accordance with the commitments 
made therein. 

The effect of such unrealistic budget practices is illustrated by the last two 
budgets submitted by the Service. The funds requested in the 1956 budget, after 
adjusting for congressional reduction, should have produced 53,788 man-years. 
The actual operating financial plan for 1956 could include only 52,734 man- 
years, even after utilizing $1.5 million from an urgently required equipment 
replacement program. Similar losses of 2,596 man-years occurred between 1955 
budget estimate and the actual man-vears that could be obtained with the funds 
appropriated. Accordingly, the budget estimate for 1957 includes provision for 
the increased average salary cost and grade promotions so that the customary 
man-year paper losses heretofore suffered between the budget estimate and the 
actual experience can be avoided. 

The estimate for the Internal Revenue Service for 1957 gives budgetary recog- 
nition to the need for an effective promotional program. A program of this type 
will provide the employees of the Service with an incentive, not only to increase 
their productivity, but also to continue as members of the organization. The 
benefits to the Government from such a program cannot be measured precisely 
but it is the conviction of the officials of the Service that returns in increased 
efficiency and production will far outweigh the additional cost. 

The Service is working toward the establishment of journeyman grades in all 
of the important fields of employment. For example, in the category of special 
agents in the Intelligence activity, grade GS-11 is recognized as the journeyman 
grade, with the grades below this being occupied by young men who have not 
attained sufficient experience to perform the full journeyman duties without 
additional supervision. 


421 


For this program $1,115,000 is requested for 1957. This will provide for 3,660 
grade promotions with an average effective date of about November 1, 1956. 
There is an ample quantity of higher grade work available to be performed to 
warrant the promotions planned, within the framework of the position classifica- 
tion laws and regulations. The number of promotions contemplated by category 
of employment within each activity, and the cost thereof, is set forth in detail 
under the justifications for each activity. 

Last year $1,500,000 was included in the estimate for an equipment moderni- 
zation program. This program had to be delayed in order that funds could be used 
for maintaining enforcement activities at the highest possible level. A reinstate- 
ment of this program is requested. The Revenue Service has an investment in 
equipment, based on replacement cost, in excess of $34 million. Each office has 
carefully inventoried and appraised its equipment, such as typewriters, adding 
machines, file cases, desks, and other items which are the employees’ daily 
working tools. The replacement program for which funds are requested includes 
only those items which are in a state of dilapidation to the point where they 
virtually are no longer usable. This old worn-out equipment adversely affects 
the morale and work of the Service’s employees and it must be replaced. 

As in the case of equipment, the increase for legal services for regional counsel 
offices was included in the 1956 budget but had to be deferred in favor of maintain- 
ing enforcement activities at a high level in 1956. Appropriation of the amount 
requested for this item will permit an urgently required expansion of legal services 
in 1957. 

The increased travel funds requested for 1957 will permit payment of per diem 
to the people who travel at an average of $11 instead of $9, and an increase in 
mileage from 7 to 8 cents per mile. It is pointed out that not all travelers will 
receive an increase. Under contemplated regulations the $10, $11, and $12 per 
diem rates would be paid only where warranted by the amount of the traveler’s 
expenses. 

The increase for the tax-ruling work is budgetary recognition of the increase 
in work caused by enactment of the 1954 code. An additional 76 employees will 
be required for interpretation of the many difficult and complex problems growing 
out of the 1954 code, and for issuance of rulings and regulations. The 1956 budget 
contained no request for an increase, although it did point out that there would be 
an increased workload that could not be measured at that time. The additional 
needs have been determined and are included in this budget. 

The increase for tax work in foreign countries will permit a much better 
coverage in this important area of work. A separate division to administer the 
foreign program is being established in the Baltimore District Office. The pro- 
gram also contemplates the opening of small offices in 5 foreign countries, staffed 
by a total of 14 employees. The budget estimate provides for assignment of 52 
additional personnel to this program. 

An increase of $150,000 is requested for printing in order to meet the con- 
tinually growing demand for tax forms, instructions, and other printed material. 

The details concerning the Service’s operations in 1955, 1956, and 1957 will 
be found in the budget justifications for each activity. 


EXPLANATION OF LANGUAGE CHANGES 


The only substantive change in language for the fiscal year 1957 is the proposed 
elimination from the appropriation text of the following: * * * “and ammuni- 
tion;”” & 8%, 


This wording is no longer required in the appropriation text of this Service since 
Public Law 57, 84th Congress, approved June 1, 1955, authorizes expenditures 
for arms and ammunition required by civilian employees of the Department of 
the Treasury in the performance of their official duties. 





















































Analysis of appropriation base 


Net change in base, 
Adjustments in base | increase (+) or de.- 
crease (—) 


Appropriation alloca- | 
tion for 1956 | 
Activity 








Average Reduc- | 4: | Average | 
positions | A™ount tions. | Additions | iene Amount 
1. Rulings, technical planning, and | 
special technical services 618.3 | $4, 054, 050 $27, 949 $284, 875 —10.0 | +$256, 926 
2. Collection of revenue 2! 117, 857, 231 |1, 186,070 7, 714, 252 —328.5 | +6, 528, 182 
3. Audit of tax returns 99, 428, 432 862, 587 7, 149, 016 —234.5 | +6, 286, 429 
4. Tax fraud and special investi- 
gations 2, 233.2 | 14, 395, 714 140, 821 1, 065, 440 — 29.9 +924 619 
5. Alcohol and tobacco tax regu- 
latory work 3, 679.4 | 21, 868, 230 309, 824 1, 476, 808 —55.4 | +1, 166, 924 
6. Taxpayer conferences and 
appeals 1, 383.9 9, 674, 006 132, 350 703, 356 —22.5 +-571, 006 
7. Legal services 970.8 6, 342, 169 3: 436, 178 —$.7 +-40)2, 30] 
8. Inspection 520. 4 3, 661, 208 12, 235, 732 —8.7 +223, (12 
9. Statistical reporting ‘s 352. 3 1, 786, ORS 108, 403 —5.6 +-102, 023 
10. Executive direction 461.4 3, 181, 975 186, 271 —7.2 +-176, 961 
Total 52, 734. 5 |282, 250,000 (2,721,888 | 19, 360, 331 —709.0 |4-16, 638, 443 


NET CHANGE IN BASE 


In order to present the most accurate estimate possible of the fund requirements 
of the Internal Revenue Service for fiscal 1957, consideration has been given to all 
changes from 1956 requirements that can reasonably be forecast to arrive at the 
appropriation base for 1957. Funds have been deducted because there will be 
1 day less paid employment in 1957 ($940,391). The expense of rentals which 
the General Services Administration proposes to assume in 1957 has been deducted 
($1,154,838). Other reductions have been made because of part-year employ- 
ment utilized in 1956 which will not be necessary in 1957 ($163,789). Additions 
to the base have been included for the cost of pay increases ($18,897,461) author- 
ized under Public Law 94, approved June 28, 1955. 

In addition to the above, a number of relatively minor compensating adjust- 
ments have been made in the planned program for 1957. These consist of such 
items as realinement of positions between regions to conform with shifting work- 
load volume; reallocation of funds from one activity to another to meet changing 
needs; and reallocation of funds from one object class to another based on the 
1957 requirements. These adjustments, amounting to $462,870, are set forth 
below in the Analysis of Adjustments table. 

Another adjustment not reflected in the dollar adjustments is the reduction in 
employment which will be required to absorb the increased cost of personal 
services. Experience shows that such increased costs have a material effect on 
the operating costs of this Service. In order to offset this additional cost, it is 
necessary to reflect a reduction in the number of positions that can be provided 
within available funds. Based on a careful review of all positions in the Service 
it is estimated that the additional cost in 1957 will amount to $3,533,165 for which 
provision must be made. To provide this amount, 680.3 average positions have 
been deleted from the base for 1957, and additional funds are being requested as 
‘“‘Inereases over base’’ to permit their retention. 


COLLECTION OF TAXES FROM PROFESSIONAL BOXERS AND _ SIMILAR 
PROFESSIONALS 


Mr. Gary. Mr. Harrington, there have been several items of pub- 
licity concerning the Internal Revenue Service within recent weeks 
on which the members of the committee are anxious to have some 
information. One of them is the fact there has been a great deal of 
publicity concerning the Federal tax status of Joe Louis, the former 
world heavywheight boxing champion. 

Can you tell us something about that situation? 
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Mr. Harrineron. No, I am not femilier with it. 

Would vou have any information on that, Harry, that vou could 
report to the committee? 

Mr. Trarnor. No. Asa matter of fact, | am getting some figures 
on the amount myself and the circumstances right now and I expect 
in a day or two I will have some further knowledge on it. 

Mr. Gary. How could a situation of that kind develop? 

Mr. Trainor. I would not be able to answer that in any detail 
without knowing more of the facts in the Joe Louis case. 

Mr. Gary. Here is a man who made millions of dollars. The 
Revenue Service knew he was making it. Apparently they failed 
to collect the proper taxes and now, according to the publicity, he 
owes approximately $1 mullion. 

| just wonder how a situation of that kind can develop. 

Mr. Harrinearon. Mr. Winkle may be able to help me, but Joe 
Louis was not subject to the withholding on his earnings, was he? 

Mr. Winker. No, sir. I would like to explain that Louis was not 
an employee and, as such, would not be subject to the withholding 
tax. 

Mr. Harrineron. I can see how it could happen where a man would 
receive purses such as he received and would be under such an enor- 
mous expense of maintaining his establishment, paying his managers, 
and whatnot, that when it came to paying the tax he had no money. 
Normally, we do not collect the tax, you understand, until he makes 
his return. He was not subject to withholding at the time he got 
those purses, and at the end of the year the return shows he owes 
four or five hundred thousand dollars, or whatever it might be, and 
then he has no money—he has spent it. 

Mr. Gary. Why could withholding not be applied to a situation 
of that kind? 

Mr. Harrineton. He is not an employee; he is an independent 
contractor, as I understand the definition of the term. It is only 
emplovees who receive salaries that are subject to witholding. Jn 
the case of professional men, for example, like I was, I was not subject 
to withholding. 

(Discussion off the record.) 

Mr. Winkie. My understanding of the situation would be this: 
The withholding tax provisions of the code apply to services, and 
salaries earned, by employees. Louis I would consider as being an 
entrepreneur, an independent contractor. I do not think under the 
circumstances a promoter would be considered his employer. The 
promoter would be required to file form 1099, but as far as withhold- 
ing is concerned, there is no requirement of law that I know of that 
would require the promoter to withhold from the purse before turning 
it over to Louis. The tax is not due until the return is filed. The 
return is not due until April 15. 

The Commissioner does have authority under the code to close 
the taxable vear of any taxpayer if he so chooses where he feels the 
tax is in jeopardy. Short of closing his taxable year and having a 
collection officer stationed there to immediately file a levy on the 
purse at the time it is turned over to Louis, he would have the same 
right as any other taxpayer to await the end of the taxable year and 
file his return. 
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Mr. Gary. Do you mean to say there is no withholding tax on any 
of the professional boxers that participate in the matches in Madison 
Square Garden or elsewhere? 

Mr. Winkte. I would not want to say there is no withholding on 
any of them. I think it would depend on whether the individual was 
an employee of someone else. If he was an employee of someone else 
there would be a withholding. But if he was operating as an entre- 
preneur on his own account, as I understand the law, there would be 
no requirement for withholding. 

Mr. Gary. When a match is held in Madison Square Garden, the 
boxers are performing for particular employers or a particular pro- 
moter? 

Mr. Winkte. There certainly is a promoter in the picture. Whether 
the relationship constitutes a legal relationship of employer and em- 
ployee, or a contract for the independent services of Joe Louis as a 
boxer, I do not know. If it were the latter, there would be no with- 
holding. 

Mr. Gary. It seems to me serious consideration should be given to 
bringing boxing matches and exhibitions of that kind under the with- 
holding tax. How do you determine who is an employer? 

Mr. Winker. The determination as to whether an individual is an 
employee or an employer is made under the usual common law 
principles of the master and servant relationship. The conventional 
test is whether the individual is subject to the direction and control 
of the principal or the employer, not only as to what shall be done 
but how it shall be done. That, basically, is the test. Then, deter- 
minative of that test, are many criteria—whether the employer 
furnishes the place where the work is performed; whether he furnishes 
the instrumentalities with which the work is performed; and so on. 
But the basic test is whether the individual is subject to the direction 
and control of the employer as to what shall be done and how it shall 
be done. In the case of a boxer the conditions can vary according 
to the contractual relationship. 

Mr. Gary. Performers in moving pictures and theaters and other 
entertainment fields are subject to withholding taxes, are they not? 

Mr. WINKLE. Yes, because I think most of them are tied to the 
production companies by contracts which would constitute employ- 
ment contracts. 

Mr. Gary. It appears to me, if you have no means of taking care of 
the withholding feature at the present time that you should look very 
carefully into the question of amending the law. 

Now, assuming that there is no withholding tax, Louis had a number 
of very profitable fights. If he did not pay the tax on one fight, why 
were not the receipts on the next fight attached for the payment of the 
tax on the previous fight? 

Mr. Wink te. I am afraid I will have to pass that question back to 
Mr. Harrington or to Mr. Trainor. 

Mr. Harrineton. Mr. Trainor, will you answer that? 

Mr. Tratnor. I can only say that at a recent fight of a prominent 
fighter we did just that. We attached his purse. 

Mr. Gary. It seems to me you should do it in every case where the 
tax is not paid, and I do not see why it was not done in Louis’ case. I 
am not singling Louis out, but I am wondering if this is a pattern. 
These boxers are making large sums of money and I am wondering 
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if they, as a class, are escaping their share of the tax burden. Every 
time one of these people does not pay his tax other taxpayers have to 
pay it for him. I cite Louis only because his case has been brought 
into the news. I am wondering if this is a pattern, and, if so, what 
we can do about it. 

Mr. Harrineton. Mr. Delk may want to comment on that. 

Mr. Detx. Mr. Chairman, this does not apply to the last part of 
your question, but as to the first part of your question, why we do not 
close out these people, it is a question of letting them stay in business 
to get more taxes from their subsequent activity than if you liquidate 
them at a closing date. It is a matter of which way to get the ultimate 
in taxes. 

Of course I recognize that in the case of a boxer the situation is a 
little different than in the case of a going concern or business. I am 
sure in this case that some of the difficulty we have had has been the 
arrearage we have had to develop after the filing of the tax returns, 
and so on, so that by the time the case came to our attention it was 
all we could do to keep him current, keep him operating. That is the 
experience I have had in looking into some cases, not Louis’ specifically. 

Mr. Gary. I have a letter sent to me from New York, by an or- 
ganization which calls itself the New York Amsterdam News Com- 
mittee for Enactment of Legislation for Settlement of Joe Louis’ 
Federal Taxes. They say that because of the great part that Joe 
Louis has played i in the training of our youth and in helping combat 
juvenile delinquency they want to excuse him from his taxes. I, 
frankly, have not followed his activities in that respect. I do know 
that he was a good sportsman in the ring and a great champion, but 
after all there have been a number of great men in the United States 
who, notwithstanding their greatness, have paid their income taxes 
and not passed their burdens on to somebody else to shoulder for them. 
Certainly any effort to relieve Louis of taxes would be an innovation 
in the procedure that would set a very, very harmful precedent, in 
my opinion. 

It has been suggested that I read into the record this letter from 
the New York Amsterdam News Committee for Enactment of Legis- 
lation for Settlement of Joe Louis’ Federal Taxes: 

We know that you are well aware of the great part that Joe Louis has played 
in the training of our youth and in helping combat juvenile delinquency. Also, 
we know that you are conscious of the contribution that Joe Louis has made to 
our country—hoth in times of peace and in war. 

Now, after all that he has done for us, he finds himself in a difficult situation— 
not caused entirely by his fault; he owes the United States Government more 
than $1 million in delinquent taxes. 

We believe that you will agree that this fine upright citizen will not in his 
lifetime be able to remedy this situation; he will never be able to settle this debt. 
For this reason, therefore, we are requesting your wholehearted support to the 
New York Amsterdam News Committee for Enactment of Legislation for Settle- 
ment of Joe Louis’ Federal Taxes. Won’t vou please stand behind us and help 
us secure enactment of this legislation? We do believe that you will appreciate 
the stand that we take on this matter. 

Mr. PassMaAn. Will you yield briefly, please? 

Mr. Gary. Yes. Mr. Passman. 

Mr. PassmMan. If a similar situation should exist with respect to a 
businessman or manufacturer, would it not be termed “fraud,’’ and 
would he not be subject to prosecution? 

Mr. Harrinaton. Mr. Trainor, will you answer that? 
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Mr. Tratnor. I would say as long as the taxpayer files a return 
without misstating his income or his outgo, that there would be no 
fraud. 

Mr. Passman. As long as he admits owing it, whether he pays it or 
not? 

Mr. Trarnor. That is right. 

Mr. Passman. That is surprising. Is it not true that the Com- 
missioner could negotiate a settlement of an account of that type 
without legislation if he desired to do so? 

Mr. Harrinctron. I believe the Commissioner has that right: 
yes, sir. 

Mr. Passman. That is all. 

Mr. Sreminski. Mr. Chairman, in fairness to Madison Square 
Garden, I think it should be stated that this discussion on the record 
is an outgrowth of a discussion off the record in which Madison Square 
Garden was merely cited as an example and they were not held up in 
any sense of criticism. 

Mr. Gary. That is right. As a matter of fact, Madison Square 
Garden is not a promoter, the promotions are by other people, they 
just lease the building. TI am inclined to believe there is no provision 
in the present law for withholding these taxes, but I have suggested 
that there should be some very serious consideration given to placing 
some provision in the law that would prevent a situation of this kind 
from occurring again. We certainly do not want a national pattern 
of this kind. 

Mr. Murray. I would like to ask how you determine who is an 
employee. Do you predicate the determination on a written con- 
tract or on fact regardless of the written contract? 

Mr. Harrineton. I will ask Mr. Winkle to answer that. 

Mr. Winkie. Mr. Murray, no. The written contract is only 
evidentiary of the relationship; it is not conclusive. We do take it 
into account but we also take into account the actual operations 
under the contract. We do not consider that we should permit 
parties to get together and draw up an instrument determinative of 
their relationship for tax purposes if it is not in accord with the facts. 

Mr. Murray. Considerable newspaper publicity has been given 
to the fact that these prizefighters are not in fact independent con- 
tractors but are in fact employees, and I am wondering if the Internal 
Revenue Service has ever made an investigation on that score? 

Mr. Wink te. An intensive investigation would be necessary to 
determine if an individual is in fact an employee, and the contract is 
not conclusive. 

Mr. Murray. I think in view of all this publicity the Service 
should make such a determination. 

Mr. Harrineton. We will do that. 

Mr. Gary. Gentlemen, we are departing from our usual procedure 
here in that it is customary for one member of the committee to 
complete his examination before the other members ask questions, 
but if there are any other members of the committee who have 
questions to ask on this particular matter, I will be glad to yield to 
them at this time. 

Mr. Passman. I should like to ask one further question, then. The 
question of Joe Louis’ delinquent taxes goes back several years. Is 
it not true he had many very profitable fights after it was brought 
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to the attention of the Internal Revenue Service that he was de- 
linquent in his taxes? 

Mr. Harrineton. | could not answer that without looking into it. 
That happened some vears ago, I believe. Do any of my associates 
have that information as to whether his delinquency was known prior 
to the time he had other successful fights? 

Mr. Wink e. I do not know that to be a fact but it would seem 
there have been negotiations going on with Mr. Louis for some little 
time. From an article appearing in this morning’s Washington Post, 
Mr. Louis seems to be in town to referee certain bouts, and when he 
was asked what was his toughest fight, he replied his toughest fight 
had been with the Internal Revenue Service. So I would think the 
Service bas been negotiating with him for some little time. 

Mr. Passman. As I recall, when Joe Louis was in World War II 
he asked to be permitted to fight a championship fight in order to make 
some money with which to clear up this tax debt. That was several 
years ago, and certainly he has had many successful fights subsequent 
to that time. 

Mr. Winker. I recall that. 

Mr. PassMan. t is also my understanding that, in many cases, 
you leave to a prizefighter’s manager the arrangement of his fiscal 
policy. Did vou make any attempt to contact his manager to collect 
these delinquent taxes? 

Mr. Harrineron. I would like to call on Mr. Delk to answer that. 

Mr. Deux. I have the recollection that a case involving Joe Louis 
is presently before the Tax Court. That of itself would indicate there 
has been a long-term negotiation over this and a disagreement as to 
what should be allowed as his expenses. I understand that is the issue 
here, what should be allowed as his expenses as a boxer, as an inde- 
pendent boxer and entrepreneur. So I am quite certain the matter 
has been under long negotiation with him. Apparently it has reached 
a point of disagreement and the case has now been taken to the Tax 
Court. My recollection is that that is where the case first came to 
public attention because when a tax petition is filed it is a matter of 
publie record. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Passman. In the event you should discover that Joe Louis 
had established trust funds involving large sums of cash, and you 
should find it was the Government’s tax money that was used to 
create those funds, can those trusts be broken legally? 

Mr. Derk. If I may hazard an opinion on it—1I am not certain of 
my opinion, however—if the funds to establish these trusts came 
from money that should have gone to the Government for taxes, it is 
possible we could reach into those trust funds for tax purposes; but 
lam not certain of that. 

Mr. Passman. Thank you. 

(Discussion off the record.) 

Mr. Harrineron. Mr. Chairman, as I understand it you are con- 
cerned with whether this is a pattern and whether the Internal 
Revenue Service is on its toes about it. 

Mr. Gary. Exactly. It is not a question of Joe Louis individually, 
but I was very much astonished to see this publicity. Now the 
question is, are the other boxers in the same fix and are these boxers 
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drawing these enormous fees for fighting and not paying any income 
tax? If so, something should be done about it. 

Mr. Harrineton. The papers had a story recently on one boxer 
who was in arrears where we attached his purse at a bout he had, so 
our collection people are working on these things where we lack the 
power, apparently, to collect money as they acquire the purses during 
the year and we have to wait until they file their return. I can 
assure you our collection officers are very much aware of this situation 
and in the case of any entertainers, athletes or any others where we 
have tax delinquencies, we are going after them and attaching their 
purses if we feel the tax is in jeopardy, as we did in that recent case. 

Mr. Murray. Off the record. 

(Discussion off the record.) 

Mr. Gary. Mr. Commissioner, one other thing that I suggested, if 
you recall, is that I thought some consideration should be given to 
the question of bringing these boxers under a withholding tax. This 
committee does not handle matters pertaining to legislative changes 
in the tax laws, but it is my understanding that your Service makes 
recommendations to the Ways and Means Committee, and it would 
seem to me that you might give very careful consideration to some 
provision of that kind. 

Mr. Harrineton. We will do so, sir. 

Mr. James. Mr. Chairman, my question had to do with this matter 
of there being a pattern in the professional sports world. It did occur 
to me, and it might be a good thing to recommend, not only in boxing 
but in all professional sports, that a statement of financial arrangements 
be submitted to the Internal Revenue Service. It might be possible 


to require financial statements from managers or promoters. 


AUTHORITY OF COMMISSIONER TO CLOSE TAXABLE YEAR 


Mr. Trartnor. I would like to add something to what the Com- 
missioner said a while ago. He mentioned the prominent case where 
we thought the tax was in jeopardy and we closed the taxable year 
and seized the purse. We do have authority, where we feel the tax 
is in jeopardy, to close the taxable vear. I will read from the code of 
1954 the provision having to do with that: 

If the Secretary or his delegate finds that a taxpayer designs quickly to depart 
from the United States or to remove his property therefrom, or to conceal himself 
or his property therein, or to do any other act tending to prejudice or to render 
wholly or partly ineffectual proceedings to collect the income tax for the current 
or the preceding taxable year unless such proceedings be brought without delay, 
the Secretary or his delegate shall declare the taxable period for such taxpayer 
immediately terminated, and shall cause notice of such finding and declaration 
to be given the taxpayer. * * *” 

That is the authority that we do have under the code. 

You may have read recently that we seized a racehorse of a former 
resident of the United States who is now living in a foreign country, 
and we were able to get the tax in that manner. It was a rather 
sizable sum. 

Mr. CANFIELD. One other observation. Oftentimes, Mr. Commis- 
sioner, I believe the public does not know what really becomes of these 
tremendous purses. 

We are told that the fighter ofttimes gets much less than is generally 
understood, but the money goes into somebody’s hands, and somebody 
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must be enriched thereby. Is not that a fact of life that should have 
the attention of the Bureau‘of Internal Revenue? 

Mr. Harrineron. That is right. As far as the managers go, none 
of them have been brought to my attention as being delinquent i in their 
taxes, as far as I know. They get sizable fees from’managing and 
promoting those fights. Probably those fellows have been “prudent 
and they have money enough to pay their taxes. 

Mr. Gary. As far as I am concerned, I have no disposition to make 
these people pay any more taxes than they are required to pay under 
the law. 

I do agree with the statement that was made here a few moments 
ago in the off-the-record discussion. I have considerable sympathy 
with athletes and men of that type who have a relatively brief earning 
— in their particular profession, and who cannot spread out their 

‘arnings Over a period of years. 

It may be that some consideration ought to be given to taking that 
into consideration, but it has not been done, and according to this 
letter I received from Joe Louis’ friends, he owes over $1 million in 
taxes. That means that under the law he is due this Government $1 
million which has not been collected. If we have not been collecting 
these taxes in the past, then it seems to me that steps should be 
taken to collect them in the future. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Mr. Steminski. Gentlemen, Joe Louis boxed at Fort Huachuca, 
Ariz., where he gave exhibitions for some 15,000 colored troops in 
1943. He did much to stimulate morale among colored soldiers and 
officers who were out to prove to General Marshall and to others who 
backed them that they could fight. Joe Louis did much to make the 
boys talk about fighting, and not shy away from blows in the face 
of the enemy. 

It seems to me that memories can grow short and that our sense of 
appreciation can grow dim over the years, especially Ww hen one beholds 
the criticism of a five-star general like Gen. George C. Marshall. 

As far as Joe Louis is concerned, we had another gentleman in the 
Armed Forces to whom every tax consideration was extended when 
he wrote his book, Crusade in Europe. He had kind and sympathetic 
friends help him on the tax angles of that book; he was given every 
consideration. That soldier is now President of the United States. 

I do not think that there was any intent on the part of Joe Louis to 
defraud. We know that he was involved in many financial difficulties, 
and if he makes the expression that as long as he lives he will do what 
he can to help pay back what he owes the Government in taxes, let us 
draw hope from that fact. 

Years ago many honorable and well-intentioned people joined with 
all their hearts movements later called subversive. But movements 
when they joined them then dedicated to wiping out depressions and 
avoiding future wars while winning the one which then raged. Con- 
gress in its wisdom has outlawed the Communist Party today, but 
heaven help us if we should stigmatize some 10 million Americans who 
in or out of uniform did something in those days to help America come 
out of the holocaust especially when we and our allies in Europe and 
Asia fought with our backs to the wall. 
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I feel that Government should give Joe Louis every chance to 
vindicate himself and to express his regret. The Government should 
go into the problem fully with the intention and possibility of coming 
forth with corrective legislation as it did in the case of the Communist 
menace. ; 

Thank you, Mr. Chairman. 

Mr. Gary. I hope you are not insinuating that anybody here is 
trying to stigmatize Joe Louis. With reference to the two very 
important persons whom you mentioned, they both rendered out- 
standing service to the United States that the citizens of this country 
will never foreget, but I am certain that both of them paid their 
proper income taxes. The releasing of income-tax payments, in my 
judgment, is no way to express the appreciation of this Nation for the 
services of its heroes. Unless the income-tax laws are impartially 
enforced the tax becomes a farce. In view of our present stupendous 
Federal expenditures, unless the tax burden is distributed impartially 
and uniformly among our citizens it will become unbearable, | 
raised this question for that reason. I want to see any loopholes in 
the law plugged up so that no person, regardless of who he is, can 
escape payment of taxes that he properly owes the United States. 

Mr. Sreminski. I think you are right, Mr. Chairman, and I think 
a reading of my remarks will show that in no sense do | want to 
excuse Joe Louis. All I ask is that he can be afforded the opportunity 
so long as he lives to right the error that has occurred. 

Mr. Gary. Now that the situation bas arisen. | agree with that. 
I think that the Bureau ought to attempt to work that situation 
out as well as it can, but I hope that it will take every precaution to 
see that it does not recur in the case of other people. 


INVESTIGATIONS TO DETERMINE FILING OF RETURNS BY SELF-EMPLOYED 
PERSONS 


Now, Mr. Commissioner, when I was in Philadelphia this past 
summer inspecting several of the Government installations I bad 
interviews with representatives of the Internal Revenue Service. 

I was informed that a lawyer in Philadelphia a Mr. Lemuel Schofield. 
who was one of the outstanding criminal lawyers in the city and 
director of public safety, had died, and after his death it developed 
that he had not filed an income tax return for 8 vears. 

The determination of the tax and penalties on his estate amounted 
to $1 million. 

I notice from an article in the Congressional Record of January 23, 
1956, which was inserted by Senator Williams, that since then it has 
been discovered that eight other law vers have not filed tax returns for 
a considerable period of time. 

When we were in Philadelphia I asked the question if they did not 
have some means of checking up to find out whether returns were 
filed, and they told us that they had no means of checking on those 
cases. Will you give us some explanation of that situation? 

Mr. Trartnor. The Schofield case. as you stated, Mr. Chairman, 
came to our attention when he died. 

Following that enisode, a survey was started in Philadelphia by 
Mr. Chamberlain, the regional commissioner there to check the lists. 
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He started with lawyers because Mr. Schofield was a lawyer to see 
if there were any other lawyers that bad not filed their returns. 

As a result of that survey, which I believe is completed—I am. not 
sure—these additional eight that Senator Williams mentioned 
were brought to light. There we have the case of the self-employed 
person where we get no withholding documents on bis normal income. 
We do not get the so-called form W-2 that we get on an employed 
person. That is not entirely true in the Schofield case because he had 
a salary in addition to his other income, but I am talking generally. 

Mr. Gary. He was Director of Public Safety, I believe. 

Mr. TraArtnNor. Yes, sir. 

Now, in the case of Mr. Schofield he was a taxpayer of record. 
Qur procedure is based on mass volume, and we are very limited in 
the checks that we can make. With a salaried person you can 
make a limited check on the W-2 or the W-2A’s. An employer, 
you know, submits a W-2A with his 941 social security and with- 
holding tax. 

Those forms are sent to Kansas City at the present time to our 
Processing Branch. 

The emploved taxpayer attaches the W-2, which his employer 
vives him, to his income tax return, and that goes to the district 
director’s office, 

The district director detaches the W—2 from the return and sends 
it to Kansas City Processing. So, they match those documents by 
hand, and, as vou can realize, it is a tremendous job. The volume of 
it is verv heavy, and then when we get through we come out with a 
mass of mismatched and unmatched documents. 

We have the case of the lady who marries and chenges ber name. 
We have the case of the person who moves from one district to anothet, 
and we find a very large number of our taxpayers do move each year. 
We have the itinerant worker moving from one place to enother, and 
so it isa very difficult problem to take the mismatched and unmatched 
cases and to follow them through in our various 64 district directors’ 
offices. So,we are forced to use that method because of the tremendous 
cost it would take to make a complete check, and also we ere not sure 
whether it would pay us to spend the money to check these documents 
out completely. It is something we are constantly studying to see 
just how far we ought to go with that check. 

Thet covers the situation generally. I will be glad to answer 
anv specific questions. 

Mr. Gary. Should not some check be made of the self-employed 
group, to at least see that thev file returns? 

Mr. Trarnor. Yes, sir, we do, sir, by this survey canvassing 
method. It is a sampling method. It bas had happily a salutary 
effect. 

Mr. Gary. Could not this checking be done on one of your elec- 
tronic machines? 

Mr. Trarnor. It probably could, but it is something we are now 
studying. 

[ might say besides that that we are studying the possibility of 
completely matching these information documents, the W-2’s and 
the W-2A’s. 
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Then we are going to try to work out a very practical test-checking 
basis, and I think a test-check basis with this kind of operation is the 
best way we can do it. 


PROPOSAL TO TIE IN WITH SOCIAL SECURITY TAX COLLECTIONS 


Now, we have under consideration a bill before the House, and I 
have forgotten the number of it. It has to do with putting the social- 
security tax on an annual reporting basis instead of on a erty 
basis. ‘The employer would report annually instead of quarterly and 
he would submit the employee’s records only once a year instead of 
four times a yeal 

As part of that arrangement we would have social security match 
100 percent these W-2’s and W-2A’s I spoke of, and that would be 
done in Baltimore. Then the unmatched product will come to us to 
follow up in the district directors’ offices. Now, what that will entail, 
we do not know until we see the first year’s product from social security. 
That bill is pending before the House. 

Mr. Gary. I do not know of anything that riles the honest tax- 
payer more than to find that someone else is not paying the proper 
tax that he should pay, and that he is being required to bear that 
other fellow’s share of the burden of supporting the Government. 

do not know of anything that will tend to break down tax en- 
forcement procedures more than a feeling on the part of the taxpayers 
that the law is not uniformly enforced. 

It seems to me that these cases should give the Bureau considerable 
grounds for thought in connection with the improvement of their tax- 
checking procedures. 

Mr. Trarnor. Yes, sir. 

Mr. Harrineton. We are studying that at the present time, Mr. 
Chairman. 

Mr. Trartnor. We have a number of these canvassing projects 
underway now. We do not have as many as we would like to have, 
but we have different professions being checked and we have different 
classes of activity being checked in different areas. 


REPORTERS ALLOWED TO ACCOMPANY RAIDING PARTIES 


Mr. Gary. Mr. Commissioner, the members of this committee 
were rather surprised recently, and we so expressed ourselves to the 
Secretary when he was here, to read in the papers that a newspaper 
reporter had been permitted to accompany an Alcohol Tax Unit raid- 
ing party on one of its raids. 

The committee felt that that was a departure from the usual 
practice, and, naturally, if you set a precedent of this kind, it is more 
difficult to turn other reporters down. 

We had a situation before the committee last year where a person 
was severely injured and the Government had a very substantial claim 
against it because of those injuries. There are several questions that 
have arisen in the committee’s mind with reference to that incident. 

Mr. Harrineton. When that news item developed I checked it 
with Mr. Trainor, who has the Alcohol Enforcement Division under 
his jurisdiction, and also with our Public Information Department 
where arrangements were made, and | was told that this was not 
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unusual, that we had permitted newspapermen before to go on these 
raids with ample protection from the Service standpoint as to personal 
liability, and that in this particular case we were not departing radi- 
cally from the normal procedure. 

I would like to ask Mr. Trainor to elaborate on that because it is 
in his department. 

Mr. Trarnor. Yes, sir. 

When I learned about this matter I inquired into it rather carefully. 
I. of course, saw the television show. 

I had been informed by the Alcohol and Tobacco Tax Division 
that in this particular case, as in other cases, the newspaper reporter 
was not allowed on the scene until after the arrests were made. 

This particular event did not come up to me for approval because 
approval was given some time ago. I have not told them that they 
could not do it any more, nor have I condoned it, but I am informed 
that it is a rather historical thing, and that they have done it for 
years. So, I have done nothing more about it except to inquire 
into it. I was concerned about the danger of the possibility of 
showing favoritism to a particular reporter. 

I issued this instruction that in the future I want to approve any 
such arrangement. 

Mr. Gary. It has occurred to the committee that there is a question 
of policy involved there which should be given consideration. 


OBLIGATIONS 


What are the obligations by months so far in the fiscal year 1956? 

Mr. Harrineron. Mr. Vance, do you want to handle that? 

Mr. Vance. Yes, sir; I do. Mr. Hume prepared a statement on 
that right off the books, and if it is agreeable to the committee I will 
submit that. 

Mr. Gary. Yes, insert that at this point in the record, please, sir. 

Mr. Vance. All right, sir. 

(The matter referred to is as follows:) 


Obligations by months, fiscal year 1956 


JULY sccm niencn-csnw~ $20, 580, 190), November 
August Se se a te 25, 619, 013 | December 
September 26, 914, 784 
October_. Siacwddien eee 


DELINQUENT ACCOUNTS CLOSED 


Mr. Gary. What proportion of the increase in closing taxpayers’ 
delinquent accounts represents the closing of cases known to be un- 
collectible? We are told that many employees continue to report 
such items as active for fear of criticism if they are reported closed. 

Mr. Harrineton. Mr. Trainor, can you answer that? 

Mr. Trainor. What period did you want that for, Mr. Chairman? 

Mr. Gary. A period to correspond with the claimed increase in 
the statement. In the statement it says over the first 11 months of 
the calendar year 1955, 1,933,000 taxpayers’ delinquent accounts 
were closed, an increase of 13 percent over the same period in 1954. 

Mr. Trarnor. I will have to supply you with that. 
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Mr. Gary. Will you insert that at this point in the record, please, 
sir? 


(The information requested is as follows:) 


Taxpayer delinquent accounts closed, Jan. 1—-Dec. 31, 1955 ! 


Total closed: 


Number 2, YE. 787 

Amount $1, 092, 298, 000 
Determined uncollectible: 

Number 163, 074 

Amount $142, 915, 094 


| Figures given for 12 months, since most statistical reporting on quarterly basis. 

Internal Revenue Service policy on writing off uncollectible accounts is stated 
in this excerpt from a letter sent to all regional commissioners on September 8, 
1955: ‘From our contacts with field offices, we have gained the impression that 
many old and large accounts which are in fact uncollectible are still being carried 
on our records. Our policy on these accounts can be stated as follows: If it 
isn’t collectible, promptly take the necessary steps toward getting the account 
written off. Indiscriminate use of the 53 procedure is not intended but, if proper 
steps have been taken in thecollection process and if the account meets the 
necessary requirements as to noncollectibility, there should be no hesitancy in 
recommending that the account be charged off as uncollectible.” 


PERSONNEL REQUESTED TO IMPLEMENT 1954 CODE 


Mr. Gary. What measure of the issuance of regulations and in- 
structions implementing the Code of 1954 bas been used in requesting 
76 additional employees for the work? 

Mr. Harrineton. Mr. Winkle, that is something you can handle, 
I think. 

Mr. Winkie. Mr. Chairman, there was no estimate put in for any 
increase in the technical staff as a result of the enactment of the 1954 
Code in the 1956 estimates for two reasons: 

First, there is a rule, of course, which prohibits estimates based 
upon anticipated legislation; and, second, at that time there was 
difficulty in preparing any meaningful estimates. 

As a matter of fact, there is always difficulty in my judgment in 
preparing too meaningful estimates in the technical area. 

The 1954 Code, of course, represented the first complete overhaul 
of the Internal Revenue Code in literally decades. There was a 
complete rearrangement of the code and there were literally hundreds 
of substantive changes made in it. 

The staff that the Service had prior to the enactment of the 1954 
code when it was not dealing with the necessity for preparing new 
regulations, was concerned largely with handling the rulings work- 
load under the 1939 code with which the Service had gained consider- 
able familiarity, and which, while particular situations presented dif- 
ficulty, did not present them to the same degree as did the complete 
overhaul. 

The number of positions that are being requested amount to 76. 
We plan to use 33 of those additional positions in the Tax Rulings 
Division, which is engaged in the preparation of rulings under the 
1954 code. 

The rulings workload in the Tax Rulings Division has not only 
increased in number but more particularly it has increased in the 
degree of difficulty and complexity. I think that is understandable 
because the code is new. There is no case law to give us assistance. 
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We are charting something of an unlitigated field, and you have a 
question as to how you can measure with any substantial degree of 
accuracy in the technical area the increased degree of difficulty. 

We have a workload which is not within our control. A request 
for ruling comes in and we must answer it. So in part the estimate 
has been on the basis of the anticipated increase in the number of 
rulings, the admitted and known increase in the degree of difficulty of 
the rulings, and, thirdly, and I think this is important in the technical 
area, on the basis of the experience and the judgment of the technicians 
in that area as to what the future holds in terms of problems and 
difficulties under the new code. 

I might also say that 34 of the 76 are going into what we call our 
Technical Services Division, which is a Division charged with working 
on projects involving extremely troublesome ruling areas, technical 
areas, and the analysis of reports we receive from the field to point up 
inequities, loopholes, and hardship situations so that we can make 
recommendations to the Treasury and they, in turn, can make 
recommendations to the Congress for correction. 

We have well over 100 projects in that Division backed up. It is a 
decidedly undermanned Division. We are continually confronted, 
for example, with the need for our people to cope with dopesheets, 
gimmicks, devices, tax comments, advice, and so forth, much of which 
is directed to the avoidance or minimization of taxes. 

This Division attempts to analyze these new situations as they 
develop with a view to determining whether or not corrective legis- 
lation should be recommended, because the only source, the only 
root source of those things, are our field people. 


INCREASE IN PUBLICATION OF PAMPHLETS 


In addition to that, this Division for which we are seeking these 33 
additional people, is charged with the preparation of numerous 
pamphlets such as Your Federal Income Tax, copies of which I think 
were sent to each Member of Congress this past year. 

This year for the first time that Division also prepared a Farmers’ 
Tax Guide. It is being distributed both through our local offices 
and through the Extension Service of the Department of Agriculture. 

To date we have received some very fine comments on it. We 
think it will be very helpful in encouraging compliance on the part of 
farmers. 

One of the projects we have on our list is an attempt next vear, 
perhaps, to get out a little pamphlet that will be of considerable 
interest to Congressmen and other elected officials in terms of the 
problems they have, in distinguishing between the various types of 
expenses that are deductible. 

(Discussion held off the record.) 

Mr. Winkie. We have also issued an income-tax guide for the 
use of United States citizens residing abroad, which is a rather in- 
volved area. 

In addition to that we have, as I think it has been related before 
this committee in previous years, a students’ tax course which is 
issued to, I don’t have the figure offhand, many, many secondary 
schools in the country. That also is a product of the Division of 
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which I speak and is worked out in conjunction with the Public 
Information Service. 

The third area we are attempting increasingly to do more about 
is the matter of publishing more rulings for the information of tax- 
payers. We have made, I think, good strides in that direction over 
the past 2 or 3 years. Each year sees more rulings being published, 
but we don’t think as of now we have hit the maximum. 

That, too, is an area we would like to do more with, and some of 
the 76 people we are asking for we would intend to put in that area 

I might say in this connection that some weeks ago I finished 
testifying before a subcommittee of the Ways and Means Committee 
on excise tax technical and administrative revision, and that sub- 
committee, as the result of representations made by industry groups, 
was very much concerned over the fact that we were not publishing a 
sufficient number of excise-tax rulings. A commitment was made to 
the subcommittee, subject, of course, to working out our money 
problems, that we would make an effort to publish more excise tax 
rulings for the benefit of excise-tax payers. 

In summary, then, Mr. Chairman, I would say that we are con- 
fronted here in the technical area with the job of issuing regulations, 
some 112 projects, about one-third of which have been completed 
under the 1954 code; the job of pioneering in new statutory territory, 
so to speak, where the guides are few and far between, and as a 
consequence, both in quantity and in degree of difficulty, there has 
been a decided increase in the technical work. 

We are confronted also with the fact that well over 100 of the some 
400 technicians we have are eligible for retirement as of now. We 
would like to hope that we could use some of these positions to bring 
in younger revenue agents from the field and train them to replace 
some of our technicians when they do retire, because it takes a good 
6 or 8 months or sometimes longer than that, depending upon whether 
they are dealing with corporate reorganizations and dividends, 
liquidations, or some of the other more involved areas, before they 
are worth much to us. 

We are confronted also with the fact that the technical area is the 
primary area where an individual acquires considerable market value 
from the standpoint of outside law firms and accounting firms. 

Just this past week I was advised by a chief of pe rhaps one of the 
most important technical branches we have, that he had accepted an 
offer with a large corporation for nearly twice his present cash salary, 
together with numerous fringe benefits, in the way of pension plan 
participation, insurance participation, and so forth. That has been 
a real problem with us. 

For all of these reasons. I think there is a real need for strengthen- 
ing the technical organization. 


ADDITIONAL OVERSEAS PERSONNEL REQUESTED 


Mr. Gary. Precisely what will the 52 additional personnel to be 
stationed overseas be doing? 

Mr. Trarnor. All of these people, Mr. Chairman, will be stationed 
here in Washington. In fact, approximately 53 people will be here. 
We have a number of tax cases, in fact we don’t know at this time 
how many we have, that are now resting in the district director’s 
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office. They are cases where somone living outside of the United 
States owes us money. We are bringing all of those cases into the 
Washington office, actually under Baltimore but located in our own 
building there on Constitution Avenue, and we are going to centralize 
these foreign cases. 

We will have a few people stationed overseas on a permanent basis. 
We are establishing five overseas posts. 

[t is anticipated that we will handle much of this collection work by 
correspondence by the group in Washington, and the fieldmen will 
assist them in running down certain things. That is where most of 
the people will be. 

Also the audit work of these so-called foreign people will be done 
here in Washington by this group of about 53 persons. 

The small number overseas will be engaged primarily in assisting 
taxpayers, military people, and other Government officials stationed 
overseas with the purpose of trying to obtain voluntary compliance. 
A lot of our overseas people are not aware of what the requirements 
are for filing a tax return, and that is going to be our general approach. 

There will also be specific cases where a person owes us money 
where they will endeavor to collect it. Although they cannot use the 
same means we have here, there will be collection work over there. 

That briefly, sir, is what it is planned they will do. 


ASSISTANCE GIVEN MILITARY PERSONAL 


Mr. Gary. What aids do the armed services offer military people 
in connection with their tax returns? 

Mr. Trainor. The only aid that I can think of, sir, is this: We have 
had representatives come in for a period of training to go back and 
try to help the military personnel to make out their returns. 

Offhand I can think of nothing else. 

Mr. Gary. Are military personnel required to file returns? 

Mr. Trarnor. Yes, sir. 

Mr. Gary. Are they warned of that fact by the Bureau or by the 
Army? 

Mr. Dex. Mr. Chairman, each year we get requests under an 
arrangement made with the military for us to send people to various 
theaters to assist military personnel in the preparation of their returns. 

[ am unable at this point to tell you which of those are required to 
file and those that are deferred. I have some recollection that there 
is some deferment there which I believe the chairman has in mind, 
but there is a large demand and we do send men to these areas. 
Subject to correction, sir, I think we sent 16 at one time to Japan, 
Germany, and around the world. 

They work with the military authorities in the area and notice is 
distributed by the military commands that these men will be in the 
area. Not alone do they give direct assistance in answering questions 
for those people but they also train others that the command bring 
to a central point to go back to more local stations and assist those 
there. 

Obviously you cannot send them everywhere you have commands. 

Mr. Gary. Off the record. 

(Discussion held off the record.) 
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Mr. Tratnor. The services also issue booklets for the information 
of military personnel on tax matters. 

Mr. Gary. Have you any idea how many United States citizens 
live abroad other than members and employs ees of the armed services? 

Mr. Tratnor. I had a figure, Mr. Chairman. I don’t believe | 
have it available. 

Mr. Dex. The last information we had at the time we were con- 
sidering this special international group was approximately 500,000 
to 550,000, people resident abroad on business purposes. 

Mr. Gary. How many Internal Revenue Service employees will 
be stationed abroad during 1957 under this program? 

Mr. Trarnor. We would have five it is planned on a permanent 
basis. We have a group going over during the filing period on a 
temporary basis, approximately 20, but that is a temporary assign- 
ment. But in this division we have approximately five. 

Mr. Gary. Where will most of those be stationed? 

Mr. Trarnor. One would be in Ottawa, 1 in Paris, 1 in Frankfurt, 
1 in Manila, and the fifth location I do not recall. It may be some- 
where in Latin America but I don’t remember the location. 

Mr. Gary. In your justifications you say that the program also 
contemplates the opening of small offices in five countries staffed by 
a total of 14 employees. 

Mr. Tratnor. I will have to clarify that. My figures here show 
53 in the Washington operations branch. There are 4 in the field 
operations plan and 5 in overseas posts. That would benine. I don’t 
account for the difference in the 14. 

Mr. Gary. Would you put the specific information in the record 


on that point? 
(The information requested is as follows:) 


Personnel complements of foreign posts of duty 
| 
Number of | 


personnel 
planned 


Number of 
personne] 
previously 
assigned 


Manila 
Ottawa 
Frankfurt 
Paris 

Canal Zone ! 
Sao Paulo 


Total 
1 Not considered foreign station 
WITHIN-GRADE PROMOTIONS 


Mr. Gary. Of what items does the $3,533,165 consist shown on 
page 142 of the justifications as additional personnel cost? 

Mr. Vance. Mr. Chairman, those costs are attributable to the 
within-grade promotions covering our total service employment. Our 
average salary cost, Mr. Chairman, is going up approximately $80 
per person per year, and this is to be reinstatement 

Mr. Gary. Is that because of the new 

Mr. Vance. No, sir. It has no relationship to the new salary 
increase of last fall. This is the standard within-grade promotion 
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provisions of law wherein we promote people under grade 11 after 
12 months and above that every 18 months. In reclassification 
surveys, however, where we find people are performing at a higher 
rate than we are paying them we are required under the Classification 
Act to increase their salary. However, the big item is the within-grade 
salary increases. 

Mr. Gary. That promotion you talked about is not from one grade 
to another, is it? 

Mr. Vance. No, sir; the reclassification action is where that occurs. 

Mr. Gary. You said that you raised certain people. 

Mr. Vance. It is as the result of a classification survey, wherein 
we send classification specialists to look at a particular job and 
see the duties performed by an employee. If it is found that the 
employvee’s duties are of a higher nature than this rate of pay, he is 
entitled under the Classification Act to a_ reclassification of his 
position. 

Mr. Gary. J am not speaking of that class. You mentioned 
certain promotions which you made, or increases which you granted, 
after a year, and so on. 

Mr. Vance. Yes, sir. 

Mr. Gary. Within-grade promotions? 

Mr. Vance. That is correct; ves, sir. 

Mr. Gary. Is not an average of $80 pretty high? 

Mr. Vance. No, sir. Those are cost figures, figured on actual 
cost experience over the past several years. It has been going up at 
about that rate. 


PROPOSED ANNUAL REPORTING OF INCOME AND SOCIAL-SECURITY TAXES 


Mr. Gary. What would the effect on this appropriation be if 
H. R. 7770 is enacted relating to single annual wage reporting for both 
tax and social-security purposes? 

Mr. Vance. There is no effect envisioned for fiscal 1957, Mr. Chair- 
man, from an appropriation standpoint. 

Mr. Gary. How about the future? 

Mr. Vance. I don’t have an exact cost figure on that, Mr. Chair- 
man, which I could furnish you for the future. 

You are talking now in terms of fiscal 1958 or fiscal 1959? 

Mr. Gary. Yes. 

Mr. Vance. We have not completed the costing of that, sir. 

Mr. Gary. How much might industry save? 

Mr. Vance. | don’t believe I am in a position to answer that, Mr. 
Chairman. Is there any figure in existence on that? I have seen 
various claims but I don’t believe I have in my possession a cost figure 
on that, sir. 

Mr. Harrineron. How much industry would save by having the 
annual reports? 

Mr. Gary. Single annual wage reporting. 

Mr. Harrineton. We are not in a position to answer that. 

Mr. Vance. I don’t have that information. 

Mr. Winkie. Do J] understand the question to be how much in- 
dustry might be expected to save as the result of this? 

Mr. Gary. Three questions—how much industry might be expected 
to save, how much might the Social Security Administration save, 
and what is the advantage to the taxpayer? 
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Mr. Wrnk-e. I cannot speak as to the middle point, but the Hoover 
Commission, if my recollection serves me rightly, estimated industry 
would save about $20 million a year if this change went through. 

The advantage to the taxpayer, as I would conceive it, would be 
simply this: 

At the present time there are two types of withholding done by 
employers. One is the income-tax withholding, and one is the social 
security tax withholding. 

The income-tax withholding is reported at the same time as the 
social-security tax withholding. It is done quarterly. It is a com- 
bined return. 

H. R. 7770 contemplates that there would be an annual reporting, 
and hence it would seem to me that it would do away with the necessity 
for employers to list all of their employees once each quarter on a 
return form, and instead make the W-2 form, which they are re- 
quired to prepare and submit at the end of the year for income-tax 
purposes, anyhow, serve both income-tax withholding purposes and 
social-security withholding and credit purposes. So the change 
would do away with the need for employers to list their individual 
employees four times a year as they are now required to do, and enable 
them to list only once a year by combining the social-security listings 
with the W-2 form they are now required to submit annually for 
withholding tax. 

Mr. Gary. Would that indicate a change in the payments of the 
withholding tax into the Treasury? 

Mr. WinkuE. No, sir. Payments would come in as they come in 
now on a depositary-receipt basis, that is, monthly. It would have no 
effect upon the payments, but it would have a reducing effect upon 
the paperwork now imposed on employers in connection with reporting 
the individual wage amounts. 

Mr. Gary. What would be the advantage to the taxpayer? 

Mr. Winkie. You are talking about the employees, as distinguished 
from the employers? 

Mr. Gary. Yes. 

Mr. Winkte. I do not know from a revenue standpoint that it 
would have any effect one way or another. The paperwork is where 
the impact comes. This would alleviate the impact on the employer. 
As far as the employee is concerned, it would operate in the same way 
it has always done and, from my viewpoint, as far as the tax end is 
concerned, there would be no effect at all. I cannot speak as to what 
effect it may have in terms of the social-security structure. That 
would be a matter which the Social Security Administration would 
have to comment on. 


INCREASED PERSONNEL SERVICE COST 


Mr. Gary. In connection with the alleged loss of average employ- 
ment resuliing from the increased personnel service cost, the table on 
page 160 of the justifications shows no such loss in fiscal year 1954. 
Why is that? 

Mr. Vance. Mr. Chairman, I do not at the moment know the 
answer for that for the fiscal year 1954. 

Mr. Hume. That is because those were the figures quoted from the 
1956 budget, and the 1954 figures in that 1956 budget represent the 
actual figures. You see, the loss had been taken. The loss shown 
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in the fiscal year 1954 was shown as actual in that budget year. 
Then when it moved over to the middle column, the current year, 
there was a paper loss, and as it moved from the current year to 
what we call the back year of the budget, there was another paper 
loss. But at the time the 1954 figure was shown in the 1956 budget, 
the loss had been taken and was an actual figure. So there was no 
paper loss. 

Actually there would have been a considerable loss if we had 
followed the 1954 figure through all 3 stages of the 3 presentations. 


LAPSES 


Mr. Gary. What was the personnel lapse dollar figure in fiscal 
year 1955? 

Mr. Hume. That is for the entire Service, or just for this one 
activity we are discussing? 

Mr. Gary. For the whole Service. 

Mr. Hunn. I have that figure, if I can find it. 

Mr. Gary. Suppose you put that in the record and also the esti- 
mated lapse in 1957. 

Mr. Hump. Yes, sir. 


Beplenation of estimated ousenge ¢ due to lapses 


Actual, 1955 Estimated, 1956 Estimated, 1957 


| 

| 
| Average | 
| number 


Average 


| 
Average | 
number 


é 1 
Amount number 


Amount Amount 


Savings due to delay in filling va- al 

cancies . , 194.9 | $5, 537, 676 , $5, 938, 992 1,170 $6, 097, 897 
Part-year employment ! ‘ | 1,795.3 | 8, 756,008 | 21.9 | 195, 056 15, 5 | 158, 962 
Leave without pay de 21.7 | 916, 031 69.! 818, 541 { 805, 474 
Savings from filling positions ‘at 

lower rates of pay 33, 15é . 545, 180 | , 082, 155 
Savings due to delay in effecting | | | 

grade promotions 2 je a ee 614, 172 


f 7,497,769 | 1,351.9 | 8, 758, 660 
Terminal-leave payments...........| 13. 2, 120, 605 7.6 |—2, 157, 529 417. ¢ — 2, 164, 759 
) 





NG TO ii cs ctrdnnse eatin | 5, 340, 240 9: 6, 593, 901 








mt 


1 Part-year employment was particularly heavy in 1955 because of (1) the supplemental appropriation 
which provided funds for a number of positions for part of the year only and (2) the ability of the Service to 
eliminate a number of positions in certain categories such as collection officers and storekeeper-gagers, with- 
out jeopardizing the collection of revenue. 

2 In developing the budget estimates for 1957, funds have been included for 3,660 grade promotions which 
are anticipated will cost $1,728,848 on an annual basis. Since it is extremely doubtful that these promotions 
could all be effective as of July 1, funds have been requested which will allow for an average effectiveness of 
8 months in 1957. This item of lapses represents the difference between the annual cost and the cost for 
approximately 8 months. 


General: In order to put the net lapses on a comparable basis for the fiscal years 
1955, 1956, and 1957 it would be necessary to deduct ‘‘Part-year employment” 
and “Savings due to delay in effecting grade promotions.”’ After this adjustment 
the net lapses would be as follows: 





| Man-years Dollars 
| 
953.5 | $4, 616, 257 
877.8 | 5,145,184 
918.4 | 5,820,767 
| 
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Mr. Gary. I had concluded my examination of the witness prior 
to the recess, and you may proceed now, Mr. Canfield. 

Mr. CanFIeELD. Commissioner Harrington, like the chairman, 
I am very sorry to learn that T. Coleman Andrews has left the service 
of our Federal Government where he distinguished himself as the 
first certified public accountant to be Commissioner of Internal 
Revenue. It was always refreshing to me to see and hear him before 
this committee as a witness. He was always very factual and very 
forceful, never evasive in any response to an interrogation, and I know 
he left a real imprint. 

Like the chairman, too, I am very glad that the President of the 
United States has seen fit in making his replacement to appoint 
another certified public accountant and I greet you, Mr. Commissioner, 
at this time and extend you my best w ishes for your success. 

Mr. Harrincron. Thank you very much, sir. 

Mr. Canrtetp. I was glad to note in your presentation this morning 
that you have had a remarkable period of service in your chosen 
field and that you are as civic minded as the story of your life clearly 
indicates. Once I said to Commissioner Andrews when he was 
appearing before us “I think, sir, you have one of the toughest assign- 
ments in the Federal Government” and I say the same thing to 
you today. 

It is good to know of your spirit of dedication in your new position 
with the Federal Government and I like particularly what you say 
about your regard for the human element and also what you say about 
honesty, merit and loyalty in the matter of appointments and 
promotions. 

FEWER RETURNS FILED LAST YEAR 


You testified today that you are concerned about the fact that 
there have been fewer returns during the last year than there were 
in the year before—not such a great number, but clearly a number to 
indicate there must be some definite reason therefor. Is there any- 
thing you can tell us today about a possible reason for this situation? 

Mr. Harrineton. We wish we knew, Mr. Canfield. We are 
looking into it. It happens that it occurs principally in three regions 
of the country and we have asked our regional headquarters in those 
areas to look into it and see if they can come up with the answer 
With the economy increasing and wages increasing I just cannot 
understand why there was a trend tow vards a fewer number of tax 
returns being filed. We do not know the answer; we are trying to 
find out. 

Mr. CanFiexp. I feel the same as you do, that with the progress 
that is being made in the country, the reports that the President 
has been sending to Congress on the state of our economy, there 
should be more returns rather than fewer returns. 

Mr. Harrineton. That would be a logical assumption. That is 
why we are concerned about it and why we are looking into it. 


ESTABLISHMENT OF INTERNATIONAL OPERATIONS DIVISION 


Mr. CanFIELD. You speak about a stronger tax-enforcement pro- 
gram abroad through the establishment of an International Operation 
Division. I believe in recent months it has been discovered that there 
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are many American citizens abroad who have not been making returns 
and in some cases not making sufficient returns. Is that not so? 

Mr. Harrineron. That is right. We have made a study; I am not 
sure how complete it is. I saw a report recently where ce rtain cases 
were cited of American citizens of considerable wealth living abroad 
and where it appeared that because of a misunderstanding on their 
part, perhaps, the Federal Government had lost a great deal of tax 
revenue, so much so that it would amply justify the creation of this 
international office where we hope to recover all of the taxes that are 
due the Government from those people. Some of them we feel just 
did not realize they were supposed to file returns here, due to ignorance. 
So we do have a study on that and it justifies our decision to set up 
this office. I think the returns will represent a very fine investment 
for the Federal Government. 

Mr. CanFieLp. Last year I recall Mr. Andrews indicated there were 
2 or 3 instances quite outstanding in the amounts involved. You 
believe there may be others? 

Mr. Harrington. That is right. 

Mr. Canrievp. And the investment is going to pay off? 

Mr. Harrineron. We certainly think so. 

Mr. Canrietp. Does this mean then, sir, that your agents will be 
sent abroad to follow up those cases? 

Mr. Harrineron. That is right. We will have five offices abroad 
and the headquarters, of course, will be in this country. 

I think at this point perhaps Mr. Trainor can give vou a little more 
information as to how we plan to set it up and just how it will operate. 

Mr. Trainor. I think I mentioned before that we are going to 
assign all of the present cases to this Washington staff and are going 
to try to do a large amount by correspondence through these contacts. 

One of the principal jobs of the five offices will be to make contact 
with military people and other American citizens with the idea of 
trying to promote as much voluntary compliance as they can; because 
we do not have the same means of collecting money and getting returns 
as we do in our own country. But there will be cases where there will 
be actual audits and actual attempts to collect specific amounts. But 
the most of our work will be done or will come out of Washington and 
we do not expect ever to have large staffs in the field. 


RECRUITMENT PROGRAM 


Mr. CanFIELD. Some time back, Mr. Commissioner, the Service 
experienced a little difficulty in its recruitment program. Currently 
are you being able to get from the Civil Service Commission the type 
of men needed for this service? 

Mr. Harrineron. Yes; the situation has changed considerably and 
the civil-service register will give us the men we need without the 
difficulty which we experienced a few years ago. 


AUDIT OF TAX RETURNS 


Mr. Canriexp. | think it is very important that the taxpayers of 
our country realize that the Interral Revenue Service is continuing 
its policy of mathematically verifying the tax computations on all 
tax returns. 1 would assume from that fact that where the taxpayers 
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are notably poor in their additions and subtractions, the Service is 
usually constrained to take not another look but a more intensive 
look at those taxpayers’ returns and possibly returns filed in former 
years. Is that so? 

Mr. Harrincton. That is right. 

Mr. Gary. You do have a check made of all of the computations on 
your refund returns; do you not? 

Mr. Harrineton. Oh, yes. 

Mr. Gary. That is a preaudit? 

Mr. Harrineron. That is right. 

Mr. Gary. And they are checked for accuracy of all items? 

Mr. Harrineton. That is right. And you may be interested in 
this, that we have made an exception to that rule this year. We are 
going to make an exception in hardship cases resulting from these 
serious disasters we have had around the country. We are going to 
make refunds in New England, for example, and audit them after- 
wards, just so we can give those people quick refunds. And we will 
probably do tbe same thing in the Pacific Northwest. But our 
general procedure is to audit the refund claims first. 

I point that out because I want you to realize that we are a service 
organization to serve the public, the administration, and where we 
have disasters of those magnitudes we feel we are obligated to do 
whatever we can to help the people in those areas. And we do not 
have to worry about jeopardizing the revenues by doing what we are 
doing. 

REFUNDS 


Mr. CANFIELD. Years ago, Mr. Commissioner, it took many months 
for the taxpayer to obtain a refund. I am mindful of the fact that 
period has been cut down considerably during the last 3 years. What 
is the mean average? 

Mr. Harrincton. What is the mean average time, Harry, that it 
takes to make a refund to the taxpayer? 

Mr. Tratnor. I believe our objective was to get the refunds out 
it seems to me it was 60 days after the filing date. But I would say 
we average probably 90 days. That is only an estimate, however. 
Some of them do, of course, hang over. We call them the trouble 
cases. 

I would say it would average about 90 days and the trouble cases 
may go for a longer period. We have to have correspondence back 
and forth. 


NONFEDERAL ASSISTANCE TO TAXPAYERS IN PREPARING RETURNS 


Mr. Canrietp. Commissioner, Mr. Winkle a few moments ago 
made reference to dope sheets and other gimmicks that are used to 
make people think their payments can be cut down through sub- 
scriptions, perhaps, to certain books and publications and what have 
you. There are quite a number of those; are there not? 

Mr. Harrinoton. That is right. There are a number of organ- 
izations publishing tax information and pointing out how reorganiza- 
tions can be effected under the law with the minimum tax, ‘and so 
forth; so that the tax practitioners throughout the country are 
constantly looking at the tax problems of their clients in relation to 
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the law, to try to work out plans whereby certain business-type 
transactions can be effected and reduce the tax legitimately under 
the law. And our boys have to be just as smart as they are and pick 
those loopholes out if there are loopholes and recommend legislation 
if that is necessary. This is part of the research work that Mr. 
Winkle’s staff is concerned with, to study all of those various methods 
of avoiding tax. 

And there are a great many in a complicated tax statute like we 
have, 

Mr. CanrFiE.p. I recall reading an advertisement of a concern in a 
publication and this advertisement represented the author as making 
a guaranty if his book was obtained the average taxpayer would 
save at least $100 on his income tax by following carefully his expert 
advice. 

I wonder if all of these publications, so-called gimmicks, are bona 
fide and I hope none of them is a fraud. 

(Discussion off the record.) 

Mr. Harrinaton. Mr. Winkle, would you care to elaborate on 
that, please? Mr. Winkle is in that field constantly, Mr. Canfield, 
and I think he can give you more detailed information on that. 

Mr. Wrinxte. I think there are probably two basic problems there, 
Mr. Canfield. One has to do with the rather rapid growth, since the 
expansion of the base of the income tax, of people of rather question- 
able capacity who advertise that they will assist taxpayers in pre- 
paring their returns. Many of them present a problem to us—not 
all of them, mind you, because many perform a very useful service, 
but some of them are not as mindful as they should be of what, for 
example, is properly allowable as a deduction and what is not. I am 
not referring to the legitimate tax practitioners. 

The specific thing 1 mentioned, however, had to do largely, and 
understandably enough, with the growth in the number of publica- 
tions of one kind or another that are issued to keep taxpayers up to 
date on the latest developments in the courts, the latest develop- 
ments in the Internal Revenue Service in terms of regulations and 
rules, and who quite frequently make recommendations as to how the 
subscribers can effect a reduction in their taxes. 

I would not want to go on record as saying that those recommenda- 
tions for the most part are not entirely proper. I think the traditional 
position of the Service has been that we are out to collect every penny 
that is legally due, but not any more; and I think the Supreme Court 
settled some time ago that a taxpayer had a right to legally avoid his 
taxes, and he certainly has. But the point I tried to make is that the 
whole fabric of the Internal Revenue Code is so involved and complex 
that we do have the job of keeping abreast of the kinds of reeommenda- 
tions being made as the result of court decisions and our own regula- 
tions so that, if a loophole is threatening to develop as a result of some 
extremely technical provision or position, we may fulfill our responsi- 
bility by bringing it to the attention of the Treasury Department, 
which has responsibility for legislative policy in the executive branch 
as far as taxes are concerned. They can then decide whether they 
want to bring it to the attention of the tax-writing committees of the 
Congress. 

As I indicated, I certainly would not want to go on record as saying 
that we view all these recommendations as being bad per se. I do not 
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think they are. They are something, however, that we should be 
conscious of and take appropriate action to bring to the attention of 
the Congress if that is considered desirable. 


INCOME TAX LAWS CHALLENGED BY STATE GOVERNOR 


Mr. CanFietp. In that connection, I was very sorry a few days 
ago to read in the press of our country that the Governor of one of 
our 48 States challenged the Federal Government and its laws and 
boldly stated he was not going to pay his income tax. It is my 
understanding that if he does not do so the Federal Government, 
under its laws and regulations, will take appropriate action, and | 
hope it does. 

Mr. Harrinaton. I think that case will be treated just as that of 
any other taxpayer and the regular channels will be followed in taking 
care of it. 


DISCONTINUANCE OF SALE OF SAVINGS STAMPS IN A NEW JERSEY SCHOOL 


Mr. CanrFievp. I am reminded that only today I read in the New 
York Times that the principal of a school in New Jersey had issued a 
mandate that hereafter no savings bonds or savings stamps would be 
sold to schoolchildren under his jurisdiction. The school is in a 
community, may I sav to my colleague from New Jersey, Mr. Sie- 
minski, in Hudson County. I was also glad to read in that same dis- 
patch that the mayor of that community had made the statement 
this was the most un-American thing he had ever heard of and that 
he and his fellow commissioners were meeting without delay to take 
remedial action. 


FEDERAL ASSISTANCE TO TAXPAYERS IN PREPARING RETURNS 


Mr. Commissioner, some weeks back it was indicated by the Internal 
Revenue Service that the policy of assisting individual taxpayers make 
out their tax returns in local offices of the Service would be abandoned, 
and soon thereafter a news statement was issued where in the head- 
quarters indicated that the old policy would be carried out with some 
refinements; in other words, the taxpayers who really needed help 
would be assisted, but in every instance where a taxpayer can read 
and write he would be asked to go at least through the mechanics of 
preparing his return, and that the taxpayers could be quite helpful 
by making inquiries over the phone if such could be done, and thet no 
returns would be made out by agents of the Service unless it was 
actually necessary. 

Will you, Mr. Commissioner, tell us just what the situation is today 
with reference to this help to taxpayers in preparing their returns? 

Mr. Harrineton. Well, that is one subject I can speak on with 
some little authority because I was right in the middle of that shortly 
after I took office and I am getting credit for changing the rule on it. 

It is a very expensive operation to assist taxpayers in making out 
their returns. It has been done for some few vears. Not only is it 
expensive in terms of the per diem cost and salaries of the people that 
we have to divert for that work, but it is expensive in terms of the 
production we lose by collection agents and revenue agents when they 
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are brought into the office and relieved temporarily of their other 
duties. 

So gradually in the last few years the Service has attempted to get 
the taxpayers to do more of that work themselves. It is an educa- 
tional process. We even have classes in high schools to teach the 
students in high schools how to prepare income tax returns so that 
they can go home and help the folks prepare their returns. 

Last year in 1 or 2 districts a plan was tried out on an experimental 
scale of asking the people to do more of the work themselves and to 
look to the Service for advice only when they reached points they 
could not answer themselves. In those areas it was successful, so 
this year it was decided, on the basis of that experiment, to make it a 
nationwide policy. 

I do think the mimeograph issued in October had some unfortunate 
connotations in that it seemed as though the policy was to help nobody 
unless they were crippled or illiterate or foreigners who could not read 
and write the English language. Also, we found in past years that in 
bringing this force into the local offices to help taxpayers there would 
be many days they would not have anything to do, the taxpayers 
coming in would dwindle down to just a few; there would be peaks and 
valleys. The result was these high priced men were hanging around 
with nothing to do. So last year we experimented on asking the 
taxpayers to come in on certain days, and on those days they would 
be there to help the taxpayers. So when the mimeograph was gotten 
out it was also pointed out that the taxpayers would be helped on 
designated days. The taxpayers took that to mean on nondesignated 
days they would be turned away. We thought that was a little too 
restricted, so we modified it to this extent: We are saying to the 
taxpayers that we will help anybody prepare their returns who, for 
one reason or another, is unable to do it themselves. We will also 
help them on nondesignated days if necessary. 

We are appealing to them, however, to do as much of the work at 
home as possible. We have increased our telephone service so that 
they can pick up the telephone and call the office and maybe get their 
answer on the telephone. If not, then they can come into the office 
but we are asking them to please come in on the days designated. 
They can get help on other days, but we will not have the service, we 
will have to detail somebody in the office to help them. 

That is working very well. It is a gradual educational process. 
We are hoping the time will come when they will be restricted to just 
questions and we will eliminate much of the time we now have to 
spend. But we have rewritten our directive so that we indicate these 
people will get help. That is about the story. 

Mr. Canrievp. I, too, Mr. Commissioner, hope that that time will 
soon come. However, it was the statement of your predecessor, 
Commissioner Andrews, that currently there were so many taxpayers 
making so many mistakes in their returns, that this program of help 
on the part of the Service for the time being would pay off in dollars 
and cents. 

Mr. Harrineton. It should have that effect, yes. The more cor- 
rect returns we can get the less work we will have to do on them and 
the better our collections will be. 
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ALCOHOL AND TOBACCO TAX REGULATORY WORK 


Mr. Canrietp. Mr. Commissioner, you told us that the major 
portion of the savings through economies achieved in plant super- 
vision was used to strengthen the alcohol and tobacco enforcement 
staff, a move that was badly needed, particularly in the Southeastern 
States and the metropolitan areas of the East. 

I happen to represent a metropolitan area of the East, and for the 
purposes of this record I would like to have you or possibly Mr. Trainor 
tell just what the situation is in that area with reference to problems 
under this item. 

Mr. Harrineton. Would you take gg Mr. Trainor, please. 

Mr. Tratnor. I can only say this, Mr. Canfield: As to your area, 
the violators usually are bigger, whereas the violations in the other 
sections are more the small operators, the fellow who runs the still in 
the woods and that type of person. 

Does that answer your question? I do not believe I have 
figures on it. 

Mr. Can¥ie.tp. Those cases are on the increase, above the last year 
or two? 

Mr. Trarnor. Yes, we are finding that seizures and arrests have 
increased in 1955 over 1954. 

Mr. Canrietp. What would be the reason, in your opinion, for this 
increase at this time? 

Mr. Tratnor. I am not sure whether it is actually an increase in 
violations. I believe the reason the seizures and arrests are increasing 
is because of greater concentration on enforcement by us. I think 
we are getting at it more than in the past. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Harrineaton. We have stepped up our enforcement procedure. 
We have more agents working on it and, as Mr. Trainor said, v 
concentrating on it. That is why the activity is up. 

Mr. Canrretp. I would like to say to you in closing my examina- 
tion at this point, I think you are well equipped to do the very, very 
tough job that lies before you, and I think you have made a very 
auspicious start. I know you have alongside of you on your team, 
having in mind particularly the centlemen in this room, some very 
fine and able men. 

Mr. Harrineton. I would like to put on the record, sir, that | 
appreciate your remarks very much and that I have had a great 
deal of contact with executives and businessmen for a great many 
years, and the staff that we have in the Service is as fine a staff of 
executives as I have ever seen. 

Mr. Sreminskt. I would like to join with the chairman and others, 
Mr. Commissioner, in wishing you a very successful and happy 
period of service while you are with Uncle Sam. I thought your 
personal biography such as we heard it today was very fine. I think 
you will receive from this side of the table, from what I know of this 
committee—and I am one of the junior members on it—the fullest 
cooperation. 

I like your report. It reads well. I like particularly the section 


in which you highlight the major accomplishments during the past 
year. 
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I think there was some other report in the Treasury Department 
presented this year that stated what it hoped yet to accomplish, 
projects that were incomplete but under way. I am sure that what 
I say now will be understood by you, because you are new here, so 
that the comparison will not be anything but the most pleasant. 
The other day we had Commissioner Kelly of Customs in, and in 
presenting his report he presented his workload in terms of items 
and in terms of percentage in relation to the total. Here you state 
you had 88 million returns. I wonder if perhaps next vear the report 
could not show to what extent those returns were personal, to what 
extent they were industrial, and what percentage of your workload 
each of the various areas or districts carried. 

Mr. Harrinetron. We have that information. | suppose we 
could submit it for this year’s record. 

Mr. Steminski. I would like to have it. Unless it is Red-encour- 
aged, there must be some deeper reason for the movement at home 
and abroad, represented by Poujade in France, others in Italy and 
Germany, and in this country a prominent official threatens tax oppo- 
sition. Maybe it’s because for 20 vears the people of the world have 
been making sacrifices for war and the emphasis has been on supplying 
sons for the battlefie lds and on buying bonds and so forth that they 
now say to Uncle Sam, “Show us some consideration like clin 
you in the ballot box.” 

[I ask the question with the further desire on our part to show the 
people what their share is in various parts of the country. By your 
statement of policy vou have shown that you will be fair, you will be 
sympathetic, you will understand, and you ask your Service to judge 
on merit. That is the kind of statement I would equally like to read 
if I were on your side of the table working for you, that I have a Chief 
who knows my problems. 

Have we in Congress and in the executive branch of the Govern- 
ment and in the Supreme Court shown the individual taxpayer that 
same consideration? We say, “Here is your tax return. Pay it.” 
Have we shown him not just solace but underst: anding? I am search- 
ing for the proper attitude and I wonder if we have explored the 
dramatics of it in a way that will make him want to continue to con- 
tribute without lessening his dignity or that of the Federal Govern- 
ment. 

Have I made myself clear? 

Mr. Harrineton. I think you have. I made a speech in Provi- 
dence a short time ago in which I touched on the point Mr. Winkle 
mentioned a while ago. I said our job is to collect the taxes under the 
laws you people in Congress pass. Our job is to collect every penny 
that is due the Government under the laws but not one penny more. 
We want to be just as fair to the taxpayers as to the Federal Govern- 
ment, and we have almost 100 percent voluntary compliance. People 
pay their taxes. And I made the statement in Providence that we 
think those people are willing to pay their taxes because they realize 
that their tax dollar is buying the most precious thing in the world, 
and that is freedom. That is why they are paying it to us. We will 
give them a square deal and will give everybody a square deal. 

We can supply the information you have requested. We will put 
it in the record. 
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Mr. SreminskI. If it is not too tedious to prepare it, I would like 
to have it. 

Mr. Harrineton. We have it and will put it in the record. 

(The information was not furnished in time for printing:) 

Mr. Srteminsk1. I do not think I could answer in my district today 
from what type of people the money is coming from, corporations or 
individuals. You say 41 million taxpayers on 1 hand and then you 
mention 88 million, so there is a division and I would like to be able 
to address the people in my district and wherever else I may be 
privileged to speak as a Congressman, and show them I know the 
financial contribution they are making to keep the Stars and Stripes 
up on the post where it belongs. My idea is to prevent this prominent 
citizen in the United States and people like Poujade in France and 
others in Italy and in Germany from making a sweep that would 
cause a rebellion, and knock out in the fiscal field of government what 
the Communists were not able to do in the political or fiscal field of 
private enterprise. The other day I opened a book by Mr. Flynn, the 
title of which was ‘‘The Decline of the American Republic.” I did 
not read the book but one chapter was on income taxes, wipe out 
income taxes. Now that the Red threat to politics and its overthrow 
by force seems to be under control, maybe their next approach against 
our vitals as a Nation will be against our tax structure, and compliance, 
and if we can stop the assault in its tracks maybe in the next few years 
we can right all that might be unfair. You see the spirit of my 
question? 

Mr. Harrineton. Yes, sir. 

Mr. Steminski. I think we agree on that? 

Mr. Harrincton. We certainly do. 

Mr. Sreminski. One last thing. I do not know if this is proper on 
the record. First let me ask it off the record. 

(Discussion off the record.) 


SECURITY PROGRAM 


Mr. Sreminski. Would you please outline what facilities you have 
for detecting subverting or subversive activities in your offices which 
may constitute a danger to the collection of revenue in a time of 
national emergency or leading up to such time? 

Mr. Harrincron. In that connection, Mr. Sieminski, I would like 
to get this on the record, that we have safeguards in controls in this 
tremendous organization. We have a division which is presided over 
by an Assistant Commissioner called Inspection. Now, that Divi- 
sion has two branches, a Security Branch and an Internal Audit 
Branch which reports directly to the Commissioner in Washington, 
and its jobs is twofold. In the Security Branch it is checking on the 
personal integrity of employees, and misbehavior of them, if there is 
any, and in the Internal Audit Branch we audit every one of these 
64 offices at least once a year, so that we have that control in addition 
to the general supervision which is exercised by these directors. 

Mr. SteminskI. I was privileged as a member of this committee, a 
few years ago, to see the operations of our Coast Guard in connection 
with icebreakers; it was quite a revelation to me, to discover that one 
small area in the Great Lakes which, if destroyed, could seriously 
affect thel steel producing factor in this country, especially in times 
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of national emergency. It appears that that is the jugular vein of 
America in terms of steel production. Here I was seeking to pro- 
tect that spot most vital in America where if subversion started and 
ran rampant in your Service it might do us great harm. 

I am happy to know that you are alert to the financial security 
angles of the country in relation to a potential assault which might be 
made against us through malicious propaganda now that the Red 
threat has been pinpointed and followed as if on a radar screen, 

Mr. CanrieLp. Off the record. 

(Discussion off the record.) 

Mr. James. Mr. Commissioner, I want to add my compliments 
to those that have already been expressed. 

Mr. Harrinetron. Thank you. 


NON-FEDERAL ASSISTANCE TO TAXPAYERS IN FILING RETURNS 


Mr. James. A little while ago the subject of people who offer their 
services to taxpayers, to tell them how they can save a great deal of 
tax money, was discussed here. 

Now, I want to ask a question on the other side of the picture. 

There are, of course, quite a number of highly ethical and well- 
informed tax experts w ho are in business as tax consultants. Their 
business probably consists mainly of clients who are, we will say, in 
the $25,000 to $100,000 income brackets. 

Now, you probably know who are the ethical people and who are 
not. I want to find out whether returns made up and signed by people 
like that on behalf of the taxpayers help you any in determining the 
propriety of the returns? Is it a hallmark that helps your quick jude- 
ment in the belief that the taxes are properly reported? 

Mr. Harrinoaton. I have been on the other side of this picture for 
along time. I do not think that you can make a general statement 
on that, Mr. James. It is a local problem. 

It is true that in the various areas, in the districts, the men who are 
handling the auditing of returns and the examination and processing 
of returns get to know these people and it, of course, is true that it is 
human nature that if you saw a name on there of a man or of a firm 
that you had absolute confidence in you would have a little better 
feeling of confidence in the return than if it were made up by someone 
you did not know anything about. That does not mean that we audit 
that return with less efficiency or less thoroughness than we do the 
others, but there is that feeling of confidence if you know the man 
who signs it. 

Mr. JAmes. Of course, you have to audit the return. 

Mr. Harrineton. Yes, we audit it, and I do not think we are any 
less diligent on those than on the others. I am sure that if I were a 
revenue agent I would expect in this case if | were making an audit 
that I would find the information readily available that I could trust, 
it would be right there and in good form, and I would have confidence 
that I had everything I needed. 

Mr. James. One reason for asking that question is this. People 
with that type of income make up their tax returns with considerably 
more elements in them than people who have just salaries. There is 
income from all kinds of things, and all manner of situations. 
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RULINGS ON TAX CODE OF 1954 


Now, since this Tax Code has been written I understand that the 
rulings of the Internal Revenue Service have not been issued on 
quantities of questions that have arisen. Therefore, these men out 
of their knowledge and their reading of the Tax Code have been 
determining for themselves what they should do on behalf of their 
clients in the absence of rulings. 

Mr. Harrineton. They have had to. I think that Mr. Winkle 
is the best person to give you light on that. 

Mr. Wivkte. Mr. James, that has been a most difficult problem as 
indicated earlier in my testimony. The 1954 code was, as I say, a 
complete revision or overhauling of the 1939 code; in many respects 
in substance, and definitely in rearrangement or form, and it immedi- 
ately presented the Service with probably the biggest regulations- 
writing project with which it has ever been confronted. 

Some 112 or, perhaps, 116—I am not sure of the figure—projects 
were planned. In other words, the code was broken down into that 
many areas on which we proposed to write regulations. 

There were some pretty high standards established for those regu- 
lations. 

An effort is being made, for example, to make them as certain as 
we can, and not to straddle issues, which has been one of the com- 
plaints that many taxpayers have had against the Service’s regulations 
in the past, or, at least, certain of our regulations. 

An effort was also made to make them as understandable as we 
possibly could, perhaps not to get them to the point where they would 
all be understood by a layman, but certainly to make them as under- 
standable as we could to the average practitioner, especially in the 
more complicated tax areas. The inherent complexity of the code 
itself makes this particular task a difficult one. 

We also wanted to get them as complete as possible by going back 
and picking up dev elopments i in the case law, and so forth, which have 
occurred since the last regulations were published. 

Partly because we have 1 many other things to occupy our time, such 
as the drafting of the tax forms and the instructions pamphlets, and 
the other immediate things that we had to get out to meet the demands 
of the great mass of our taxpayers, the regulations program has not 
gone ahead as rapidly as we would have liked or as the Treasury would 
have liked. 

I think, however, we have covered most of the ordinary individual 
problems, in our instructions which we send out with our return forms 
and in “Your Federal Income Tax.” 

We have also attempted, in the business area, to get out regulations 
which we felt were most important for business to have, such as the 
regulations regarding corporate reorganizations, depreciation, partner- 
ships, and so forth. 

There is a very sizable job yet to be done in the regulations area, 
but I think I can assure you that we are aware of the problems. There 
are, of course, manpower limitations that I referred to earlier, and that, 
incidentally, is one of the reasons why we are requesting this addi- 
tional 76 men in the technical area. This, as I have said, is the first 
time we have put in for any additional personnel, as a result of the 
work which was placed on us under the 1954 code. 
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I am confident that we are increasing momentum in the program, 
and that we will be making greater headway in the future than we 
have in the past. 

As of now, however, I would be most reluctant to set a definite date 
as to when the program will be finished. 

In the meanwhile I might say that even though some regulations 
have not been issued, the taxpayer does have the right to write in and 
request a ruling from us. We are making every effort to issue replies 
to those requests. 

Even when the situation is somewhat doubtful and we are not 
certain what position will finally be taken in the regulations, we are 
making an effort to give him whatever we can in the way of guidance, 
perhaps accompanied by a caveat, which we do not like to do, stating 
that we feel we must tell him that if the regulations, when finally 
issued take a different position, we may have to reexamine the 
situation. 

Mr. James. Of course, these situations are so numerous and so 
diversified in character that a man in the income brackets I have 
named makes his return and makes it in good faith. His tax advisor 
uses the very best judgment of which he is capable, and that judgment 
is based on experience. Then what is the position of the taxpayer, 
having settled all of this, as to the time when he will be free from any 
worry or bother about whether the return is correct and proper? 

Mr. Winkue. Of course in an ordinary case he will be loose, so to 
speak, from any concern or bother after 3 years because the statute 
of limitations will have run out then, that is, in the absence of fraud. 

Mr. James. Of course, short of fraud. 

Mr. WINKLE. Yes, sir. 

Mr. James. That is fine. I asked that question because I know 
people who are worried about it. 

Mr. WinkLE. Surely. 

Mr. James. Off the record. 

(Discussion off the record.) 


TRAINING PROGRAM 


Mr. Jamus. I believe last year there was a program in the Internal 
Revenue Service under which a number of candidates for important 
work in the Service were sent to a midwestern university for specialized 
training. Is that training program still being conducted? 

Mr. Harrinerton. It is, sir, being conducted. Our whole training 
program, all down the line, is being reviewed, and we are reviewing 
our programs at the University of Michigan —not Northwestern—to 
see whether or not it is producing what we want it to produce, whether 
we are getting the results out of it we want to get. 

It is a good program in many ways, and the committee I appointed 
to make that investigation is in the process of writing a report now. 

We conducted a survey. They went around the country inter- 
viewing people and studying the problem. I asked them to elaborate 
in their report and give me their opinion on the whole training pro- 
gram, of which this is only one facet. 

So, to answer your question, yes, it is still in effect, and this is a 
study to see how effective it is. 
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Mr. Gary. I would like to say that our staff investigators reported 
to us that all of the Internal Revenue agents who had attended the 
advanced training center at the U niversity of Michigan, who had 
been interviewed, 16 of them said the material presented should be 
substantially revised. They thought that courses should be pro- 
vided to improve income- tax auditing techniques instead of general 
review courses on accounting. 

Mr. Harrineton. Yes; and that is our problem, too. The objec- 
tive, as I understand it, was to make these men better revenue agents. 
We are trying to find out whether the curriculum is designed toward 
the end of giving them a liberal education or making them better 
agents. 

Mr. Gary. That recommendation is based upon the interviews 
conducted and review of available material. The staff report said 
that it is believed Internal Revenue Service needs to review the 
entire training operation. More important matters to be considered 
are: 

(a) Development of course material, more specifically pin- 
pointed toward the problems encountered in the examination 
of tax returns; 

(6) What advantages are obtained by having the training 
center located at the University of Michigan as contrasted with 
establishment of such a training center in the Greater Washington 
area where “subject specialists” from the national office would be 
available to handle the highly specialized technical courses 
required; 

(c) At what point in an agent’s career in terms of years of 
experience is most benefit likely to be obtained from formalized 
training; 

(7) Would time required for training activities be reduced by 
discontinuing the training courses now given to agents at the 
district office level and combining such training with the formal 
type of training now being given at the University of Michigan. 

I might say in that connection that it seems to me that the employ- 
ment by the university of a person such as Doctor Acheson, who went 
to William and Mary College, would seem to me to be a very good step 
toward getting the kind of course you want. A person with Dr. 
Acheson’s background, scholarship, and technical training would be 
invaluable in formulating such a training course. 

Mr. Harrinetron. You may be sure, Mr. Chairman, we will give 
this whole training program a very good look. Your staff committee 
made an extensive review of our operations. 

I would like to ask you this question: Would we be able to read 
their report and see it? It might be very helpful to us. 

Mr. Gary. Permission would have to be given by the committee, 
Mr. Commissioner. I shall be very glad, indeed, to take it up with 
them. 

Mr. Harrineton. We would be glad to see it. They have recom- 
mendations, such as you just read, which would be helpful to us. 

Mr. Gary. I think it would be desirable to let you have it so that 
you could give the full report consideration and study. Our policy 
is that these are not released except upon order of the committee, and 
I will have to take it up with the committee. 

Mr. Harrineton. I would like to make a request for it, then, sir. 
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Mr. Murray. I would like to extend you my best wishes, Mr. 
Harrington. 

Mr. Harrineton. Thank you. 

Mr. Murray. Your background certainly qualifies you for the 
position which I think is probably as important as any position in the 
United States, and I wish you success in an office which perhaps offers 
satisfaction only in the way of a job well done. 

Mr. Harrinaton. Thank you. 

Mr. Murray. Off the record. 

(Discussion held off the record.) 


COLLECTION OF TAXES OVERSEAS 


Mr. Murray. What tax enforcement procedure do you have to 
enforce your overseas audit, collection, and investigation activities? 

Mr. Trainor. Of course the enforcement provisions of our tax law 
have no effect over there. We can only attach something that the 
person may own in this country, That is why I said awhile ago our 
emphasis is on voluntary compliance and to educate the taxpayer in 
foreign countries that he does have an obligation to file a return. A 
lot of people probably do not realize that some income they receive 
while in a foreign country is taxable. We have no real teeth, you 
might say, in enforcing the collection of taxes overseas. 

Mr. Murray. It is just a matter of persuasion. 

Mr. Trartnor. As a matter of fact, under the present law, some 
money earned in foreign countries from foreign sources is not required 
to be shown on returns. 

Mr. Murray. What is the enforcement program for, then, if the 
money they earn while they are over there is not taxable? Is that 
the money they earn in the United States that is delivered over there? 

Mr. Trartnor. That would be one thing, to try to determine what 
part of their income might be taxable. 

Mr. Wink te. I think the situation is this, Mr. Murray. It is not 
all income that is received for personal services rendered outside of 
the United States that is necessarily exempt. The law sets up certain 
residence and other conditions, including a period of time, and says 
in effect, if you meet those conditions the personal service income 
attributable to that period of time is not includible in gross income. 

As I have always understood, one of the code provisions in this 
area was enacted to furnish an incentive in connection with the 
foreign technical assistance program. You may recall that some few 
years ago there were some abuses of that stemming from motion pic- 
ture actors and actresses going abroad to make pictures. That was 
taken care of by Congress in an amendment to the act. 

So we do not have a complete and binding exemption for all foreign 
income, but only certain earned income. 

The law also says that the exempt income is excludable from gross 
income which means that the taxpayers do not even have to take it 
into account in determining whether to file a return. We have under 
consideration, and the Treasury Department is reviewing it, a recom- 
mendation that the Congress change the law so as to make that a 
deduction from gross income, rather than a complete exclusion, in 
which event taxpayers would be required to show the exempt income 
on their returns, even though they were permitted to deduct it. 
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This would enable us to conduct a more intelligent audit of the 
return. 

I just did not want the impression to be left that all income earned 
outside the United States was necessarily, ipso facto, exempt. 

Mr. Canrretp. Mr. Andrews, former Commissioner of Internal 
Revenue, testified before this committee I believe last year that 1 or 
2 cases had been discovered of American citizens abroad who owed the 
Government millions of dollars in income taxes. What was the 
problem there? Was the problem one of getting service on the 
taxpayer? 

Mr. Winkte. The problem as I recall was this, Mr. Canfield—the 
right of the United States Government to impose an income tax on its 
citizens is essentially based on citizenship wherever the individual may 
be resident. So you have the problem of citizens of this country 
residing abroad who may be drawing income from foreign sources 
within the country in which they are residing, or from other sources, 
or conceivably from sources within the United States, and the essen- 
tial difficulty is in requiring those persons, irrespective of the fact 
there may be a limited exclusion from gross income due to this special 
provision and rather limited provision we have been discussing—the 
problem is essentially to see whether those people are complying with 
the tax law. In other words, the basic point I think that has to be 
kept in mind is that the right or authority of the Federal Government 
to tax is based upon citizenship and not residence. 

Mr. CanFietp. The difficulty is not that the taxpayer is outside 
of the continental United States; that is not the difficulty, is it? 

Mr. Winkte. Yes; I think that is one of them. 

Mr. CANFIELD. I mean it is not a matter of service on the person 
in any kind of suit. 

Mr. Wrinkte. I think essentially it is a combination of things. 
Certainly, however, the fact the individual is outside of the United 
States does give rise to a number of problems. It gives rise to the 
problem of determining whether a return should be filed, of getting 
hold of his books and records to see whether he does owe taxes, or 
does not. 

Mr. Canrietp. That is the point I have in mind; because he has a 
passport and that is good for 2 years. 

Mr. WINKLE. Yes. 

Mr. CanFietp. And unless he gets a renewal, he has to come back 
home and can be reached when he comes back home. 

Mr. Winte. That is generally correct. 

(Discussion off the record.) 

Mr. Harrincton. A lot of these people do not realize they are 
obligated to file a return. We have some cases that I would like to 
have Mr. Delk report on, particularly one case which I think will 
clear the whole thing up. 

Mr. Dex. To give an example, in 1 case located within the past 
year, 2 agents w orking less than 4 months picked up in 1 area approxi- 
mately $500,000 in delinquent taxes. That was a case where the 
agents got in touch with the citizens in that community, and contacted 
them for the purpose of seeing if they had made tax returns. In this 
instance most of the persons involved had not filed returns and showed 
a desire to do so. It is a case of getting voluntary compliance. We 
find quite a number of cases like this, where they did not know what 
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to do; but the moment you are at his door he volunteers to do what he 
can to get straight. 

We have many cases like that. We have leads on quite a number of 
others that a few agents abroad will screen. We will make a deter- 
mination whether they have filed and feed that information back for 
verification, or make an appraisal of what the income should be in 
order to verify his return, if he did make a return, and determine what 
methods he used to make his return. In that way, we arrive at a 
normal examination. 

In enforcement, we do find from experience that invariably there 
are assets in this country—there are some cases where there are not, 
but not a great number—and those people do have assets in this 
country. If they do not voluntarily satisfy their obligations, we can, 
of course, go through the normal collection proce sdures in this ¢ ountry. 

I am certain there are some reciprocal collection provisions that are 
in treaties in regard to taxes. I do recall that in recent times there 
has been a reluctance to provide in the treaties between countries for 
reciprocity for the actual collection of taxes. 

Mr. Murray. That was the idea I was leading up to—whether o1 
not there has been any effort to secure reciprocity between the different 
countries, since this appears to be a problem and is likely to be a 
bigger problem. 

Mr. Dexx. There have been very strenuous efforts. I can recall 
at least two very protracted negotiations with foreign countries in that 
regard. I recall in one of those a limited collection reciprocity was 
obtained; I do not recall how the other one came out. 


SIMPLIFICATION OF TAX RETURNS 


Mr. Murray. Your statement shows you had almost 1 million 
returns that required corrections last year and you had 68 percent 
of the pre-refund audits of returns that contained errors. Probably 
that indicates that the returns are just too complicated for the average 
individual. I think you will all agree they are complicated. You 
might disagree as to whether or not they are too complicated. I was 
wondering what if any progress has been made toward the simplifica- 
tioa of the return. 

Mr. Harrinetron. There is the fellow right next to you who has 
that job. 

Mr. Winkie. What the Commissioner says is unfortunately true, 
Mr. Murray; I do have that job. 

Mr. Mouraraay. I realize it is a difficult job. 

Mr. CanrFietp. Mr. Winkle, why don’t you also pay your respects 
to the Congress? 

Mr. Winkie. It is a continuing problem with us, Mr. Murray. 
Basically, and without attempting in any way to shift any part of 
our responsibility, I think we must concede the fact that the tax laws 
are admittedly involved and complex and, unfortunately, every time 
there is an attempt on the part of Congress to do equity by writing 
in an additional exemption, or an additional exclusion, such as the 
sick-pay exclusion, the dividend credit and dividend exclusion, the 
retirement-income credit, and so forth, it means that in some fashion 
we must reflect those situations on the return. 
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I think that last year, since the 1954 code was enacted late in August 
of that year, August 16, as I recall, we did not have the time to do as 
good a job on the 1954 returns as we would have liked to have done. 
We do have a tremendous problem in terms of the return forms 
drafting and getting them out into the hands of taxpayers so they can 
prepare and file them on time. 

I think, however, that the returns for 1955 are a decided improve- 
ment over last year’s. For the first time, in connection with our 
Form 1040, which is 1 of the 2 important individual returns, it has 
been so geared that many taxpayers will have to look at nothing 
more than the first page. Then it is made clear that if the taxpayer 
comes within a certain other category, he need concern himself only 
with pages 1 and 2. There are other taxpayers who must of necessity 
use the complete form. But we are very conscious of the problem; 
we have a special section continually working on it. We also work 
very closely with, among other groups, the American Bar Association, 
the American Institute of Accountants, the Tax Executive Institute, 
the American Bankers Association, and others, and give them an 
opportunity to go over the forms. We have also resorted in the 
last 2 or 3 years to going to New York and going over the forms with 
members of an advertising group that have made their services avail- 
able to us without charge and picking up any suggestions they may 
have. 

I think we will always have the problem with us to a greater or 
lesser extent; however, I would like to hope that each year—but, in 
candor, I must add, barring further exclusions, deductions and other 
complications that might be written into the law—we will be getting 
closer to the point where the forms will be as understandable as we 
can ever make them. 


TAX FRKAUD CASES RECOMMENDED FOR PROSECUTION 


Mr. Murray. In the field of tax frauds, you made the statement 
that in special investigations you recommended prosecutions in a 
greater number of cases in fiscal 1955 than you did in the previous 
year 1954. How about the ratio of the number of cases accepted by 
the district attorneys for prosecutioa in connection with this year and 
last year? Is that the same? 

Mr. Trartnor. This covers an audit period from July 1, 1954, to 
March 31, 1955. You are asking for the number of cases that are 
accepted by district attorneys? 

Mr. Murray. That is right. In other words, I think the best 
picture of it is those cases that are actually ace epted for prosecution. 

Mr. Trainor. The figure I have here is the number of convictions. 
I can get you that figure; but, to the best of my recollection, it seems 
to me we had a rather small prec entage of rejections. As I recall it 
was between 9 and 15 percent rejected. I believe it is 9 percent. 

Mr. Murray. Nine percent of the cases you recommended for 
prosecution were rejected according to your best recollection. 

Mr. Trarnor. I want to check ‘that, but that is according to my 
best recollection 

Mr. Murray. How does that compare with prior years for the 
same period? 
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Mr. Trainor. | think it was running about the same, as I recall. 
Actually, if I may mention one thing there, our fellows work pretty 
closely with the United States attorneys and there is a pretty good 
understanding with them when they take a case; so I did not put too 
much reliance on the figures that showed the percentage of accept- 
ances and rejections. They work pretty close together, somewhat on 
an informal basis. 

Mr. Murray. I would assume that. 

Mr. Trainor. There are some United States attorneys who have 
a different viewpoint. One will be stricter than another, so you will 
have a different percentage of rejections in the different regions. 

Mr. Murray. Would you have a situation where the United 
States attorney in one region will accept all cases and in another region 
the district attorney would not? 

Mr. Trarnor. Not to that extreme; there would not be that much 
variation, because this is an area of judgment to a great extent, 
because these cases are very complicated and it takes a long time to 
work them up. 

Mr. Murray. I realize they are very complicated, but I cannot 
understand any reason for a difference in law enforcement in one 
area as against another area. 

Mr. Harrineton. Mr. Delk, I think, has had some experience in 
that Mr. Murray. 

Mr. De._k. There are a number of factors to be considered. Some- 
times a case will be accepted for its salutary effect, or at least that will 
be one of the factors taken into consideration. Where there have 
been a number of cases based on false claims for dependents, for 
example, the district attorney will feel that is enough of that type of 
case he had accepted for the salutary effect and he may reject the 
remainder. Rejection may occur simply because witnesses, when 
further examined, do not furnish the same evidence they did befor: 
and the success of prosecution is jeopardized if not nullified. 

Mr. Murray. That is not the question. I understand the reason 
for rejection, but as I understand it we have had testimony that in 
certain areas certain cases are accepted that would not be acceptable 
in other areas, and 1 do not understand that situation. 

Mr. Trarnor. | think the variance would be more in developing 
minor cases. 

Mr. Murray. Is there complete jurisdiction in the field in con- 
nection with criminal prosecutions? 

Mr. Trarnor. No. They come into Washington to the Depart- 
ment of Justice and then out to the United States attorney. 

Mr. Murray. All of the cases come to the Department of Justice? 

Mr. Trarnor. Yes. They can be rejected there and they can be 
rejected by the district attorney. I believe United States attorneys 
will usually follow the recommendation of the Department of Justice. 
As I recall, the percentage rejected by United States attorneys of tax 
fraud cases is very small. 

Mr. Murray. Those are the ones I am talking about, where there 
would be criminal prosecution. I was referring to the testimony in 
connection with what I assumed were tax-fraud cases. 

Mr. Trarnor. I will look that up and put the information in the 
record, if you wish. 
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Mr. Murray. Yes, because I am not too clear on the question as 
far as inconsistency in various areas. 

Mr. Trarnor. I can give you the percentage of rejections by 
regions. 

Mr. Murray. I think that would be very helpful. Would that 
figure include the percentage of rejections at the national level? 

Mr. Trarnor. I can get that for you also. 

(The information furnished follows:) 
Internal Revenue Service income tax fraud cases processed by United States attorneys, 

fiscal year 1955 


Total dis- Cases in Total dis- 


Cases in 
ul posals by which pros- = posals by which pros- 
Region |United States} ecution was Region United States! ecution was 
attorneys declined attorneys | declined 
Atlanta. eaters 71 4 || Omaha 5 as 97 | 7 
Boston ; akon 25 0 Philadelphia__- ; 73 | 6 
Chicago edt 55 4 San Francisco_._._.-- 116 | 9 
Cincinnati ax 69 6 — | ~-— 
Dallas Pe ; 60 s Total... 661 50 
New York.......- 95 6 | 


Mr. Murray. Are all tax fraud cases now cleared at the national 
level with the possibility they might also be rejected at the local level? 

Mr. Trarnor. That is my understanding; yes, sir. In fact, they 
vo from our Intelligence Division to the regional counsel, to the 
Department of Justice, to the United States attorney, so there are 
three points of rejection after we make our recommendation. I can 
give you the percentage of rejections at all three levels. 


MORALE OF EMPLOYEES 


Mr. Murray. What is the status of morale in the Service now, Mr. 
Harrington? 

Mr. Harrineton. I think the morale is very good. Morale, of 
course, means different things to different people. I think, looking at 
it overall, now that we are in a settling down situation, the morale is 
good. I think it has been improving for the past 2 vears. 

On this question of morale, if some agent comes up for promotion 
and half a dozen fellows are eligible to get the promotion, the fellow 
who does not get it will be sore and his morale will be bad. The one 
who gets the promotion, his morale will be good. The one who does 
not get it goes home and talks about it to his wife and she will be sore. 

Mr. Murray. I can realize that situation. I was talking about 
general morale and morale in respect to a person charged with the 
responsibility of making a decision making the decision. 

Mr. Harrineaton. We had the regional commissioners in here not 
long ago. I talked to all nine of them and raised that question, and 
I was assured by all of them that the morale, overall, in their regions 
was good. I have seen no evidence of weakened morale and I have 
seen plenty of evidence of good morale. Our people are loyal. We 
have people who have been in the Service a good many years, they 
are competent, and I think they are loyal to the Service and to the 
United States Government. 
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Mr. Murray. Do you think they will put off making decisions 
because of fear of criticism? 

Mr. Harrinoton. I think there will be some instances where the 
local directors or audit chiefs may hesitate to make decisions in some 
cases. We have to realize we have made a rather drastic reorganiza- 
tion. We have men in executive jobs who have not had executive 
jobs very long. It will take a little time for these men to become real 
topnotch executives. They are better today than they were a year 
ago. We think we have good men. With a few scattered exce ptions, 
the y are top grade men who can be de veloped. So I would say they 
can make deci ‘isions, maybe in some cases they are passing the buck, 
but we have not seen too much of that. Some of the t taxpayers are 
complaining that in some areas they do not get prompt decisions, but 
that is a matter of judgment and we are not in a position to say they 
are right or they are wrong. We do have confidence in our people 
and I think I can say to you that we have a good force and with the 
increased responsibility they are being asked to assume and the 
training they are getting, they will develop into a very good force. 

Mr. Murray. I would like to say for the record that I think you 
have a very good force too, and I think it is a hard job, to say the 
least. That is one reason I asked the question. I think in view of 
the type of positions they have and in view of the fact they are per- 
forming a good job, the morale factor ought to be constantly con- 
sidered, I am glad to see that vou give it a lot of consideration. I am 
sure the public would feel the same way. 


ACCEPTANCE OF DECISIONS OF CIRCUIT COURTS 


I have had complaints that after a decision or an interpretation of 
law on a question of liability has been made by a court of appeals— 
or a district court—and the decision is in favor of the taxpayer and 
the case is not appealed by you to the Supreme Court, that the col- 
lectors in your Service will still assess a tax on the same situation 
decided by the court and actually collect taxes. Is that true or is 
that an unfounded rumor? 

Mr. Harrinetron. Mr. Winkle can answer that. 

Mr. Winkie. That is a many-sided question. The answer to 
your question is that we do not necessarily accept the decision of 1 
court of appeals in 1 circuit as being determinative of the fact that 
our position is wrong or would be accepted by other courts of appeals. 
In other words, we take the position that in the last analysis the 
Supreme Court is the court of last resort. Of course a decision 
rendered by any circuit court of appeals is very carefully considered 
in terms of reexamining and reevaluating our position, but if the Serv- 
ice is still convinced of that position, we may very well maintain it 
on the issue involved until the question can be finally resolved. 

Mr. Gary. Why do you not appeal it to the Supreme Court so 
that it will be finally resolved? 

Mr. WINKLE. In some instances it is appealed, but there are not 
always sufficient grounds that will satisfy the Supreme Court in 
accepting the case for final review. 

The entire matter of weighing and evaluating a circuit court 
decision within the Revenue Service is a function of the Chief Counsel’s 
office, which consults with the Commissioner’s office, more specifically 
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with my organization, as to whether a particular decision should 
be followed. By and large, we are guided by whatever position the 
Chief Counsel recommends we take. I would be very glad to submit 
a statement on the subject for the record, because there are many 
considerations in the picture that I think are rather persuasive if you 
are talking about only one circuit court decision. 

Mr. Murray. If you have a circuit court of appeals decision on the 
situation which you are not satisfied with, I think as a matter of 
principle you should take it up to the Supreme Court of the United 
States. If you have a circuit court of appeals decision on a certain 
situation, I do not see how under our constitutional concepts of 
separation of powers you can refuse to accept the court’s decision 
as determinative of the law applicable. 

Mr. Gary. Will the gentleman yield? 

Mr. Murray. Yes. 

Mr. Gary. Does not every district court in the United States 
have to accept the decision of the circuit court of appeals? 

Mr. Murray. Under our concept of stare decision, that is my 
understanding. 

Mr. Gary. It would seem to me that if the Service has a case they 
carry to the circuit court of appeals and they lose it, they should accept 
that decision or appeal it to the Supreme Court of the United States. 

Mr. Winkte. Again, if I may, I would like the privilege of sub- 
mitting a statement on that for the record. 

Mr. Gary. I wish you would. 

Mr. Winkie. Because it is a matter as to which there has been 
some question, but I would like to suggest there are two sides to the 
problem. 

Mr. Gary. I would like very much to have you insert a statement 
on it because it seems to me, offhand, there is some reason for com- 
plaint. If there is any reason for your position on it, I would like to 
have it. 

Mr. WinktE. We will be glad to submit something for the record. 

Mr. Sreminskr. Will the gentleman yield? 

Mr. Murray. Yes. 

Mr. Sremrinskt. Off the record. 

(Discussion off the record.) 

Mr. Murray. I would like to make this observation: You obviously 
in many situations have a number of taxpayers who might owe con- 
siderable obligations, and a number of taypayers who might owe a 
small amount, $100 or so. It pays the taxpayer who owes the large 
amount to contest your position, whereas the taxpayer who owes the 
smaller amount is not in a position financially to contest your position. 
If you get the ideal case and you take it up to the Supreme Court of 
the United States and the Supreme Court finds adversely to the In- 
ternal Revenue Service, obviously those smaller taxpayers would be 
paying too much money, which you say you do not want the taxpayers 
to do. What recourse, if any, does that type of taxpayer bave? 

Mr. Wrnxtz. In reference to the question you raise, suppose we 
submit a very detailed and complete statement on 7 say this 
because it has not been too long ago that the chief of staff of the Joint 
Committee on Internal Revenue Taxation also raised a question on 
this point and the Chief Counsel’s office prepared a detailed memo- 
‘andum on it. 
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Mr. Murray. I think any statement you would care to submit on 
that would be all right with me because, as a lawyer, I am interested 
_ seeing the justification for that action. As a lawyer, if I had a test 

‘ase staring me in the face decided by the circuit court of appeals in 
fata of the Servic e, I would certainly never advise my client not to 
pay the tax in the face of that decision. In my own opinion, when 
the shoe is on the other foot that should apply equally. But I may be 
satisfied by your position when you submit your statement. 

(The following statement, in response to this question, has been 
submitted by the Chief Counsel of the Internal Revenue Service:) 


The question has been asked why the Government when it loses an issue in the 
court of appeals does not promptly conform its administrative and litigation prac- 
tice, inasmuch as its refusal to do so imposes an unfair burden on small taxpayers 
who cannot undertake the expense and delay of further litigation. It should be 
pointed out, however, that usually the Government’s position, once it has been 
fairly tested and rejected by one or more courts of appeals will be conformed to 
such adverse decision, provided they lay down a rule capable of fair and equitable 
administration on a nationwide basis and one likely to be acceptable to taxpayers 
in courts across the country. In fact, where the adverse decision, even of a trial 
court, is found to satisfy this standard it will frequently be accepted without 
circuit-court test. For instance, acquiescence was approved this past year in the 
Tax Court’s decision in Robert Reis & Co., ((1953) 20 T. C. 294, aeq. 1955 I. R. B. 
11, 7), a ease of far-reaching importance involving the applicability of the Dixie 
Pine Products rule (re effect of contest in postponing accrual of taxes for section 
23 (c) purposes) to section 122 (d) (6) of the 1939 code, even before the matter 
had been taken to a court of appeals, although approval of the action had been 
held up awaiting the Supreme Court’s decision (May 23, 1955) in the Olympic 
tadio and Lewyt cases on different though related section 122 (d) (6) problems. 
Likewise the trial courts’ decisions were accepted in Max Factor & Co. ((D. Ct. 
S. D. Calif. 1951) 51 CCH, par 9195) and Pan American World Airways ((D. Ct. 

D. N. Y. 1953) 119 F. Supp. 144), on the troublesome question of how far in- 
terest runs On an Overpayment in part offset by a deficiency, also before the ques- 
tion had been passed upon by a court of appeals. 

Two adverse circuits were deemed an adequate test in situations such as Flory 
Milling ((CA-8, 1955) 222 F. 2d 903, aff’g 21 T. C. 432), which was acquiesced 
in (1955 I. R. B. 41, 8). This followed the fifth circuit in John W. Martin ((1955) 
224 F. 2d 337), and both decisions were contrary to the previous decision of the 
fourth circuit in National Fruit ((1952) 199 F. 2d 754). Here it was believed 
the decisions of third and fifth circuits represented the sounder construction of the 
statute, and the question was not one of continuing importance owing to the 
repeal of the World War II excess-profits tax. Nor did the office await a test in 
more than one circuit before recognizing that a gift of cattle or wheat may be 
made to a charitable organization without realization of income on the apprecia- 
tion in value (R. R. 55-138, 1955 1. R. B. 11, 15); and at that point the matter 
had been decided adversely to the Government, other than . some lowe r courts, 
only in a single circuit court decision (that in Prothro (CA-5, 1954) 209 F. 2d 331) 

This is not to say of course that in some instances a course of litigation has 
not been so far advanced that an adverse decision may sometimes be rendered in 
more than two circuits before reconsideration is felt to warrant conforming the 
office position. Such situations would include those in the past year or two 
involving the includibility in income of retirement grants to ministers (4 circuits 
5th, D. C., 3d, and 6th in Schall (1949) 174 F. 2d 893, Abernathy (1954) 211 F. 
2d 651, Mutch (1954) 209 F. 2d 390 and Hershman (1954) 210 F. 2d 624; and the 
surety collection cases (4 circuits; CA—-10th in U. S. Fidelity and Guaranty Co., 
201 F. 2d 118 and Fschach Construction Co., 209 F. 2d 347; CA—5th in General 
Casualty Co., 205 F. 2d 753; and Fireman’s Fund Indemnity Co., 210 F. 2d 472 
the CA—9th in Wm. Simpson Construction Co., 209 F. 2d 908, and the CA—4th in 
Crosland Construction Co., 217 F. 2d 275. 

While a course of litigation involving more than two circuits has in some 
instances resulted in a final resolution favorable to the Government, and in 
others favorable to the taxpayer, a number of recent instances emphasize why it 
may be unwise, as a policy matter, to conform office position too quickly to adverse 
decisions of a court of appeals or the Court of Claims. For example, after the 
Court of Claims handed down its decision in Henry River Mills ((1951) 96 F. Supp. 


72073—56——_30 








464 


477), on the question of interest on a potential deficiency, this office fairly promptly 
began following that decision in recommendations for administrative refund, 
Thereafter, however, the issue was found to be more significant revenuewise than 
had at first been supposed, and defense was recommended in the Court of Claims 
again in Koppers Co. Meanwhile a taxpayer took the issue into a district court 
in Premier Oil Refining Co. and was unsuccessful in the fifth circuit ((1954) 289 
F. 2d 692), reviewing district court (northern district of Texas (1953) 407 F. Supp. 
837). In view of the conflict thus created between the decision in that case and 
that of the Court of Claims in Koppers Co. ((1954) 117 F. Supp. 181), the issue 
was presented to the Supreme Court which ultimately decided the question in 
favor of the Government ((1955) 348 U. 8. 254). 

A not dissimilar situation has been presented on the problem whether payments 
made by a stockholder on a guaranty of his corporation’s debt constituted a 
nonbusiness bad debt or a business loss. After sustaining adverse decisions in a 
number of circuits (3d in Pollak, 209 F. 2d 57, 2d in Fox, 190 F. 2d 101, 5th in 
Edwards, 216 F. 2d 794, and the 6th in Cudlip, 220 F. 2d 565), and while steps 
were being taken to conform office position, a square conflict was created by the 
eighth circuit’s decision favorable to the Government, on August 11, 1955, in 
Max Putnam (224 F. 2d 947), and the taxpayer has now sought Supreme Court 
resolution of the problem. 

There appear sound reasons upon occasion for pursuing the Service position in 
more than one circuit. To illustrate the broader administrative considerations, 
the reasoning of the court of appeals in the particular case may, while leading to 
a result favorable to the taxpayer in the given case, still if applied to taxpayers 
for purposes of other provisions of the Internal Revenue Code may redound to 
the benefit not of the taxpayer but of the Government. So that acceptance by 
the Internal Revenue Service by the Government of the circuit court’s reasoning 
will not be acceptable to taxpayers in all situations and the law will not theretore 
be settled nor will further litigation necessarily be prevented by the Government’s 
acceptance of the circuit court’s decision in such situations. 

The present disposition ot the Internal Revenue Service not to accept the 
decision of the fourth circuit in Commissioner v. Mariner S. Eccles ((1954) 208 F. 
2d 796) will illustrate such broader administrative considerations. The reasoning 
of the fourth circuit in that case, to the effect that after an interlocutory decree of 
divorce the parties are not to be regarded as “legally separated under a decree of 
divorcee” will of course benefit a taxpayer such as Mr. Eccles, claiming the right 
with his wife to file a joint return, just as a similar holding served to relieve the 
divorced wite of any obligation to include alimony payments in her gross incom: 
under the decision of the tenth circuit in the related case of Commissioner v. A/ice 
Humphreys Evans ((1954) 211 F. 2d 378). However, an application of this same 
reasoning may, under a number of other sections of the 1954 code, benefit not the 
taxpaver but the Government, as for example in the ease of the husband seeking 
a deduction on account ot alimony payments under such a decree or claiming 
classification as head of a household, or of one claiming a baby-sitting deduction, 
as well as in reducing the amount of a medical expense deduction. 

In the latter situations acceptance by the Service of the fourth circuit’s reasoning 
in the Eecles case will not normally be acceptable to a taxpayer, and further liti- 
gation will not thereby necessarily be prevented, even if there is reasonable assur- 
ance that other courts would follow these decisions. Such considerations were 
believed to justify further judicial test, looking toward an early and final resolution 
of that troublesome problem, applicable uniformly across the country. 

Upon oceasion, too, the administrati,e or revenue considerations are believed 
to impel a further course of litigation. An instance is that of the Southwest 
Exploration and Huntington Beach cases, now pending in the Supreme Court, ia 
which the ninth circuit and the Court of Claims have decided that the opposing 
parties to the same transaction are both entitled to percentage depletion on account 
of the same net-income-from-production payments. In this situation the Govern- 
ment felt impelled to pursue the question on both sides of this transaction in 
order to protect the revenue peading acceptance of the question by the Supreme 
Court for fina] resolution. 

Likewise regarded as of considerable importance revenuewise is the issue decided 
adversely to the Government by the Court of Claims in the Wickes case ((1952) 
108 F. Supp. 616), to the effect that accelerated amortization under section 124 
ot the 1939 Code is not necessarily limited to the amount certified as necessary 
to the national defense. While the Court of Claims has adhered to its position in 
Ohio Power ((1955) 129 F. Supp. 215), nevertheless as pointed out in our petition 
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for certiorari in our case recently decided, the matter is one of considerable im- 
portance revenuewise, and an effort is being made to develop a coufliet as quickly 
as possible in the case of National Lead ((1955) 23 T. C. 123), on which appeal 
has been taken to the second circuit looking toward ultimate Supreme Court 
resolution. 

Likewise in the case of the fifth circuit’s adverse decision in the B. A. Carpenter 
ease ((1955) 219 F. 2d 635), on the erry of patronage dividends, and that ot 
the same circuit in Cherokee Brick ((1953) 218 F. 2d 424), on the question of 
perceatage depletion on finished brick and tile, both questions are of far-reaching 
importance re’ enuewise and ones upon which continued litigation is belie, ed fully 
justified. A similar course of litigation has been embarked upon in the complex 
situation involving the carryover or carryback of net operating losses and excess 
profits credits following statutory mergers (in the C. A. 9th in Gallo Winery, 12 
T. C. M. 714; in the C. A. Ist in 130 F. Suppl 705; and in the C. A. 8th in Libson 
Shops, decided March 23, 1955, 55 CCH par. 9458; and in the Court of Claims in 
Koppers Co., decided October 4, 1955, 55 CCH par. 49153), where, now having 
prevailed in ki ibsoa, though not in Gallo, consideration is being given to the matter 
of requesting Supreme Court review; and in the situation involving application 
of split income to section 107 computations for vear 1948, following the adverse 
decisions in R. FE. Lee Marshall ((C. A. 4, 1953) 200 F. 2d 648), and Stockly 

C. A. 3, 1955) 221 F. 2d 745), now in view of the very recent adverse decision 
of the C. A. 2d in the Mahler case consideration is being given to conforming 
office position to these decisions. In these and similar situations such a course 
of litigation has been determined upon only after extensive consideration and is 
being pushed to as expeditious a conclusion as circumstances permit. 

This office is well aware of the limited jurisdiction which the Supreme Court can 
and will assume in the Federal tax field. Every effort is made to confine recom- 
mendations for certiorari to those instances in which the need for final resolution 
by the Court is believed greatest from an overall administrative standpoint. As 
previously indicated, the great majority of adverse decisions are accepted as a 
matter of office policy. Where believed appropriate, legislative remedy is con- 
sidered and recommended. 

In pursuing such a course of litigation, this office is sensitive to the inconvenience 
to which some taxpayers may be put in protecting their rights pending final 
resolution of an issue. The problem of the Internal Revenue Service is a practical 
one of attempting to administer tax laws with consistency and uniformity, while 
at the same time avoiding resort to the processes of litigation where no useful 
purpose will be served. The above examples will serve to illustrate in small 
measure Why it would not be consistent with these fundamental objections for 
the Government to follow each and every adverse court of appeals decision, 
inasmuch as sucha policy applied on a nationwide basis could only lead to confusion, 
unfairness, and complete lack of uniformity. 

The foregoing is, of course, intended to refer only to litigation functions within 
the proper sphere of the Office of Chief Counsel of the Internal Revenue Service 
and does not relate to functions in this area performed by the Department of 
Justice, which as the ultimate control over tax litigation in the courts. 


Mr. Canrietp. Will the gentleman yield? 

Mr. Murray. Yes. 

Mr. Canrietp. Who is the chief counsel now? 

Mr. Harrineron. John Potts Barnes. 

Mr. Canrretp. How long has he been chief counsel? 

Mr. HARRINGTON. Since last May. 

Mr. Murray. He is a very fine attorney from the city of Chicago. 
Mr. CanFieLp. Why do you suppose I asked the question? 

Mr. Harrineron. He is a very able man, I can assure you. 


INCREASE IN NUMBER OF APPEALS 


Mr. Murray. The last question I have is on the great increase 
in the number of appeals during fiscal year 1955 compared to 1954. 


Would vou say that the principal reason for that was the change of 
law? 
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Mr. Winkue. As I see it, it could not have been due to the new 
Internal Revenue Code because the code was effective, for the most 
part, at such a time as would normally not have permitted cases 
arising under it to have yet reached the appellate division. 

Mr. Murray. What could be the reason? That seems to be a 
tremendous increase. 

Mr. Trainor. The only possible answer I could offer at the moment 
is that we have had a steady increase in tax audits. 

Mr. Murray. You feel that probably the larger number of appeals 
was predicated on the increased volume of tax audits? 

Mr. Tratnor. I have never heard any other explanation. 

Mr. Murray. It seems to me that will be an awful workload. 

Mr. Harrineton, It is. As we emphasize the auditing and increase 
production of these people, we are going to get more appeals because 
there will be more cases going through. 

Mr. Murray. A definite ratio, do you think? 

Mr. Harrineton. I do not know. I cannot answer that. 

Mr. Trarnor. In spite of that increase we have been able to keep 
practically the same inventory we had as of January 1, and we have 
been able to weed out most of the old cases, so we are fairly current 
on the work, but we do see some evidence of possibly getting a backlog. 

Mr. Murray. Has that same ratio been true in the Tax Court, or 
would you know? 

Mr. Tratnor. I do not know. 

Mr. Murray. Because that is the next step; is it not? 

Mr. Tratnor. Yes. 

Mr. Murray. Those are all the questions I have. Thank you. 

Mr. Gary. Any further questions? If not, that concludes the hear- 
ings on the Internal Revenue Service. Mr. Harrington, I would like 
to say to you that this committee is tremendously interested in the 
Internal Revenue Service. We want to be of every possible assistance 
that we can in facilitating the work of the Service. We realize that 
tax enforcement is a matter of the greatest importance because we 
have a lot of taxes to collect and unless they are imposed and collected 
impartially and uniformly, a great many of our citizens suffer. We 
stand ready to help you at any time that we can. 

Mr. Harrineton. Thank you very much, sir. 

Mr. Gary. We are very much obliged to you, Mr. Harrington, and 
your associates, for your presentation. 


SuMMARY TABLES AND LANGUAGE CHANGES 


Before we adjourn there are several items here that I want to request 
for the Treasury as a whole. 

That you insert in the record tables of obligations and personne! 
similar to those appearing on pages 511 and 512 2 of the 1956 hearings. 

That you insert in the record a summary statement of each letter, 
reporting to og Congress violations of the antideficiency statute 
during the year 1955. 

And that you insert in the record a tabulation of the amounts 
required under each appropriation in 1955 to cover the cost of the 
classified employees’ pay increase as authorized by title 2 of Public 
Law 123, 84th Congress, Ist session. 
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Mr. Jonunson. Mr. Chairman, I will be pleased to insert in the 
record the information you requested. While you did not mention 
it, I presume you want an explanation of changes in appropriation 
language for 1957? 

Mr. Gary. Yes. 

Mr. Jounson. And one or two other tables that appeared in the 
record last year. I will insert those also. 

Mr. Gary. Thank you. 

(The information requested follows:) 


Personal income, national income, and gross national product, 1929-55 


{In billions of dollars} 


Gross 
national 
product 3 


Gross 
national 
product 3 


Personal | National 
| income ! | income 2 


Personal | National | 
| income ! | income ? 


ilendar years: Calendar years— 
929____ 88 Continued 
930 76 1951 

1931... 60 76 || 1952 

932.... 50 | 43 8 1953 

1933 40 56 1954 

934 : 49 5 1955.. -- ; 
935_... 57 ¢ Ist quarter 4 
936__.. 8 65 8: 2d quarter 4 
937 74 ( 3d quarter ¢ _ 
1938_... 68 8: 4th quarter 
1939 3 | 73 { Fiscal years 

G40) 82 | 1946 

941... 105 26 1947 

942 138 5g 1948 

1943 170 9% 1949 

1944___. 183 ’ 1950 

1945___. 181 : 1951 

946___. 180 206 1952 

1947 197 23% 1953 

048 222 257 || 1954. ._. 

1949 216 257 1955 

1950 -_ 227 240 





1 Personal income: Sum of all income flowing to individuals (including unincorporated business), both 
from production and from payments such as Government pensions and social-security benefits. 

2 National income; net income of individuals and corporations from production, after depreciation allow- 
inces but before income taxes. 

’ Gross national product: Market value of all production of goods and services in the country. 

4 Seasonally adjusted annual rates. 

' Estimated by Council of Economic Advisers. 

6 Not available. 


Source: Department of Commerce, except as noted. Office of the Secretary of the Treasury Analysis 
Staff, Debt Division. 
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Comparison of budget estimates of revenue with actual revenue—comparison of 
total budget estimates of revenue with actual revenue, fiscal years 1928-55 } 


; ; Percentage increase or de- 
Actual Estimate issued in January crease (—), actual revenu 
revenue of over estimate issued in 
Fiscal] year (total January of— 
budget |r 


receipts) ? P adi 
i E re: ng _ Preceding 
That year recess yee 5 

J year That year year 


Million Million Million 

dollars dollars | dollars Percent Percent 
1928 3, 907 3, 944. 1 3, 652. —(). 94 6. ¢ 
1929 3, 903 3, 676.9 3, 675 ) 
1930__. , 048. 6 , 117.1 3, 687. 
1931 5 3, 189. 6 3, 705.8 093 
1932___ 2, 005 2, 238. 9 . 955 
1933 _ _ 2, 079. 2, 467.9 576. 
1934 3, 115. 6 3, 259 791 
1935 __ 3, 800. 5 3, 711 974. 
1936 , 116. , 410 991 
1937 5, 293. 5, 828. 3 654. 3 
1938 ; c Re », 241. ), 320. 293 
1939 ba ae Be 5, 667. § 5, 520 919. 
1940 oe : 5, 924. ! 5, 703 5, 669. : 
1941 Re ee , 268. § , 653. », 150 
1942 ; es . 3, 667. § 2, 816 8, 971 
1943 : : 23, 384. 6 24, 552 , 852. 
1944 5, 408. - 42, 578. 35, 406 
1945 : as , 739. § 47, 022 3, 425 
1946 - , 238. 6 39, 706 
1947 4,702. 41, 584. 
1948 oe . , 361 46, 837 
1949 2, 773. £ 44,043 
1950 , 310.6 42, 185 
1951 . 53, 368. 49, 807. ! 
1952 : 57, 999. 4 69, 040 
1953 ae 2, 75, 207 
1954 c 3, 172. § 75, 856. § 
1955 a 9, 454 68, 121 


wn & tO tS 


wos 


Oso & NO ee OO 


> mm COS OOO Ort O AI¢ 


OO AT Ie 


TOS Se 
2 OH -31-1 © 
er eu 

mS ER 


1 All estimates are based on the revenue laws existing at the time of making the estimates; in many yea 
there were drastic changes in the law after the estimates were made and these, of course, were reflected in 
the actual receipts. 

2 Total budget receipts, general and special accounts, on the basis of the daily Treasury statements through 
1952 and on basis of monthly statement of receipts and expenditures of the U. 8. Government for 1953, 
1954, and 1955; figures are before deduction of appropriations to old-age and survivors insurance trust fund, 
appropriations to Railroad Retirement Account, and refunds of receipts. 


Note.—Estimates are not adjusted to take account of the changes in legislation which affect receipt 
subsequent to the time of making the estimates. 


Money in circulation 
A. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS 


{In millions of dollars] 


Money out- Money out- 

side Treas-| Held by side Treas-| Held by Tn actual 
ury and commer- ury and commer- “ - ia z 
Federal cial Federal cial Corowa 
Reserve banks Reserve Banks tion 
banks banks 


In actual 
circula- June 30— 
tion 


June 30— 


1940 ‘ $7, 848 $1, 149 $6, 699 1948 $27, 903 
1941 9, 612 1, 408 8, 204 1949 27, 493 
1942 12, 383 1, 447 10, 936 || 1950 27, 156 
1943 17, 421 1, 607 15, 814 1951 27, 809 
1944 22, 504 1, 623 20, 881 | 29, 026 
1945___ 26, 746 1, 649 25, 097 1953 z 30, 125 
1946___- 28, 245 1, 729 26, 516 1954____ 29, 922 
1947____. 28, 297 1, 998 26, 299 1955 30, 229 
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Money in circulation—Continued 


B. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS, BY 
DENOMINATION 


Coin | Paper currency 
(including |— 
silver | | 
| dollars) | $1 $3 $5 =| «$10 $50 $100 


End of month 
$500and 
larger 


June 1940 $7, 848 | $599 
June 1941 = | 9,612 | 681 | 
June 1942 | 12, 383 | 783 | 
June 1943 3 | , 421 929 | 
June 1944 - 22, 504 | 

June 1945 26, 746 

June 1946 28, 245 

June 1947 | 28, 297 

June 1948 . 27, 903 

June 1949 . 7, 493 

June 1950 : 27, 156 | 

June 1951 2 27, 809 

June 1952 n , 026 | 

June 1953 ‘ 30, 125 

June 1954 : 29, 922 

June 1955 ‘ 30, 229 

July 1955 30, 244 

August 30, 317 

September 30, 422 

October 30, 559 

November ee 30, 993 

December 


485 | 
607 
824 
195 
699 
132 
364 
466 
465 
4265 
386 
405 


ee ee ee ee 


I> 


SIN NN NNNNNNN == 


NNNNNNNNNNSEELPLPNLPLN SS 


Ss 


Www td b 


Source: Federal Reserve Bulletin: Circulation Statement of United States money. Office of Fi 
stant Secretary, January 1956. 


EXPLANATION OF CHANGES IN APPROPRIATION LANGUAGE FOR THE FIscaL 
1957 


Substantial reduction and simplification in the appropriation language for the 
fiscal year 1957 has been made possible as a result of the enactment in the last 
session of Congress of Publie Law 57, approved June 1, 1955. As the committee 
is aware, since it was instrumental in initiating, encouraging, and assisting with 
this project, efforts had been made during the past several years to obtain basic 
legislative authority that would make possible the removal of a number of provi- 
sions and thereby permit the reduction and simplification of the appropriation 
language for various annual appropriations in the Department. Public Law 57, 
which represented the culmination of these efforts, is fairly short and for con- 
venience is reproduced below. 


“(Pustic Law 57—S84tTH ConaGrREss] 


“(CHAPTER 119—IsT SEssIon] 


= 


‘Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the Secretary of the Treasury may make the 
, following expenditures: 

' (a) Expenditures for arms and ammunition required by civilian employees of 
the Department of the Treasury in the performance of their official duties. 

“(b) Expenditures to reimburse Federal Reserve banks and branches for 
necessary expenses for services performed as Government depositaries and as 
fiscal agents of the United States. 

““(e) Expenditures not to exceed $10,000 per annum for services or information 
looking toward the apprehension of narcotic law violators who are fugitives from 
justice. 

“Sec. 2. The Secretary of the Treasury is authorized to accept services without 
compensation in connection with the program for the sale of United States 
publie-debt obligations. 

“Sec. 3. Section 10 of the Second Liberty Bond Act, as amended (40 Stat. 292; 
U.S. C., title 31, sec. 760), is amended by adding at the end thereof the following 
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sentence: ‘During any period for which a definite appropriation has been made 
for expenses for which this section makes an indefinite appropriation, the definite 
appropriation shall be available under the terms of this section and the indefinite 
appropriation shall not be available for obligation.’.”’ 

Approved June 1, 1955. 

Most of the changes discussed below have been made possible as a result of the 
new legislative authority contained in the above act. 


OFFICE OF THE SECRETARY 


The appropriation language for the Office of the Secretary includes a proposed 
new provision as follows: 

‘Salaries and expenses: For necessary expenses in the Office of the Secretary, 
including the operation and maintenance of the Treasury Building and Annex 
thereof; services as authorized by section 15 of the Act of August 2, 1946 (5 U.S. C. 
56a), at rates for individuals not to exceed $50 per diem;”’ 

In explanation of the proposed new provision, the committee is advised [that 
from time to time it is necessary for the Office of the Secretary to obtain the tem- 
porary or intermittent services of outside experts to assist in the solution of 
problems in highly technical and complex areas including those in the fiseal, 
monetary, and taxation fields. The employment of such experts has been ac- 
complished heretofore under regular civil-service appointment procedures, 
However, these procedures require, among other things, the establishment and 
classification of the positions prior to employment and are otherwise more cumber- 
some, complicated, and time consuming than the hiring procedures authorized 
by the act of August 2, 1946. Situations which require the employment of 
experts usually involve also the necessity for fast action. Moreover, negotiations 
are frequently conducted with individuals who have served or are serving other 
agencies under the authority of section 15 of the act of August 2, 1946 (5 U.S. C 
55a). This makes it somewhat difficult to explain why employment by the Treas- 
ury is more involved and complicated than employment by other azencies. 

The new language requested will put the appointment procedures for experts 
in the Office of the Secretary on the same basis as other agencies that have oc- 
casion to hire such experts and will provide a measure of flexibility and relief 
from the rigidity of the regular civil-service procedures. 

The authority requested will be used sparingly and no additional funds are 
being requested for this purpose. 


BUREAU OF ACCOUNTS 


“Salaries and expenses: For necessary expenses of the Bureau of Accounts, 
$2,600,000: [ Provided, That Federal Reserve banks and branches may be reimbursed 
for necessary expenses incident to the deposit of tares in Government depositories] 

Deletion of the above language is made possible by the provisions of paragraph 
b of Public Law 57, 84th Congress, which now provides necessary basic legisla- 
tive authority for these expenditures. 


BUREAU OF THE PUBLIC DEBT 


“Administering the public debt: For necessary expenses connected with any 
public-debt issues of the United States, $44,500,000, [to be expended as the Sec- 
retary of the Treasury may direct, and the Secretary is authorized to accept services 
without compensation: Provided, That Federal Reserve banks and branches may be 
reimbursed for expenditures as fiscal agents of the United States on account of public- 
debt transactions for the account of the Secretary of the Treasury: Provided further, 
That the indefinite appropriation provided by section 10 of the Second Liberty Bond 
Act, as amended (31 U. S. C. 760), shall not be available for obligation during the 
current fiscal year.]’ 

Deletion of the above language is made possible by the provisions of paragraph 
b and sections 2 and 3 of Public Law 57, 84th Congress, which now provide 
necessary basic legislative authority for these expenditures. 


OFFICE OF THE TREASURER 


“Salaries and expenses: For necessary expenses of the Office of the Treasurer, 
$15,000,000: [Provided, That Federal Reserve banks and branches may be reim- 
bursed for necessary expenses incident to the verification and destruction of unfit 
United States paper currency]”’ 
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Deletion of the above language is made possible by the provisions of paragraph 
b of Public Law 57, 84th Congress, which now provides basic legislative authority 
for these expenditures. 
BUREAU OF CUSTOMS 


“Salaries and expenses: For necessary expenses of the Bureau of Customs, 
including purchase of seventy-five passenger motor vehicles for replacement only; 
[arms and ammunition;] uniforms or allowances therefor, as authorized by the 
Act of September 1, 1954 (68 Stat. 1114); services as authorized by section 15 
of the Act of August 2, 1946 (5 U. 8S. C. 55a); and, awards of compensation to 
informers as authorized by the Act of August 13, 1953 (22 U. 8. C. 401);” 

Deletion of the above language is made possible by the provisions of paragraph 
a of Public Law 57, 84th Congress, which now provides necessary basic legislative 
authority for these expenditures. 


INTERNAL REVENUE SERVICE 


‘Salaries and expenses: For necessary expenses of the Internal Revenue Service, 
including purchase (not to exceed one hundred and seventy-five of which one 
hundred are for replacement only) and hire of passenger motor vehicles; and 
services as authorized by section 15 of the Act of August 2, 1946 (5 U.S. C. 55a), 
and of expert witnesses at such rates as may be determined by the Commissioner; 
[and ammunition;] $ : Provided, That not to exceed $400,000 of the amount 
appropriated herein shall be available for expenses by contract for private facili- 
ties and instruction for training of employees under such regulations as may be 
prescribed by the Secretary of the Treasury.”’ 

Deletion of the above language is made possible by the provisions of paragraph 
a of Public Law 57, 84th Congress, which now provides basic legislative authority 
for these expenditures. 

BUREAU OF NARCOTICS 


“Salaries and expenses: For necessary expenses of the Bureau of Narcotics, 
including services as authorized by section 15 of the Act of August 2, 1946 (5 
U.S. C. 55a); hire of passenger motor vehicles; [arms and ammunition; and not to 
exceed $10,000 for services or information looking toward the apprehension of narcotic 
law violators who are fugitives from justice;]”’ 

Deletion of the above language is made possible by the provisions of paragraphs 
a and c of Public Law 57, 84th Congress, which now provides necessary basic 
legislative authority for these expenditures. 


UNITED STATES SECRET SERVICE 


“Salaries and expenses: For necessary expenses of the United States Secret 
Service, including purchase (not to exceed [thirty] forty, of which thirty are for 
replacement only) and hire of passenger motor vehicles; [and arms and ammu- 
nition; J” 

Deletion of the above language is made possible by the provisions of paragraph 
a of Public Law 57, 84th Congress, which now provides basic legislative authority 
for these expenditures. 

WHITE HOUSE POLICE 


“Salaries and expenses, White House Police: For necessary expenses of the 
White House Police, including uniforms and equipment, [and arms and ammuni- 
tion, purchases to be made in such manner as the President may determine, ]”’ 

Deletion of the above language is made possible by the provisions of paragraph 
a of Public Law 57, 84th Congress, which now provides basic legislative authority 
for these expenditures. 

GUARD FORCE 


“Salaries and expenses, guard force: For necessary expenses of the guard force 
for Treasury Department buildings in the District of Columbia, including pur- 
chase, repair, and cleaning of uniforms; [and arms and ammunition;]’ 

Deletion of the above language is made possible by the provisions of paragraph 
a of Public Law 57, 84th Congress, which now provides basic legislative authority 
for these expenditures. 


BUREAU OF THE MINT 


“Salaries and expenses: For necessary expenses of the Bureau of the Mint, 
including [arms and ammunitions;] purchase and maintenance of uniforms and 





accessories for guards; [purchase of one passenger motor vehicle (for replacement 
only);] and not to exceed $1,000 for the expenses of the annual assay com- 
mission ;”’ 

Deletion of the language relating to arms and ammunition is made possible by 
the provisions of paragraph a of Public Law 57, 84th Congress, which now provides 
basic legislative authority for these expenditures. 

The authority for the purchase of one passenger motor vehicle (for replacement 
only) is proposed for deletion since such authority will not be required in the 
fiscal year 1957. 

UNITED STATES COAST GUARD 


The appropriation language for the appropriations ‘Operating expenses’’ and 
“Reserve training’’ has been modified solely for the purpose of bringing existing 
provisions up-to-date and making the language applicable to the fiscal year 1957. 


Comparative statement of appropriations for 1956 and the estimatee for 1957 


Cause of increase (+ 

Bo wr decrease (— 

1957 Increase or decrease (—) 
budget (+) orde ——-l—C—Ooro—- 
estimates | crease (—) 


Sati 1956 appro- 
ese . 
Description priation 
Cost of pay 
iden’ All other 


| 
fie ied 
| 


Regular annual operating appropriations: 
Office of the Secretary: Salaries and 
expenses $2, 000 | $2, 922, 000 +$242, 000 | $173, 100 + $68, 900 
Bureau of Accounts: | 
Salaries and expenses : 2, 785, 000 2, 950, 000 +165, 000 128, 000 +37, 000 
Salaries and expenses, Division of 
Disbursement 5, 000 }, 240, 000 +-765, 000 352,013 | +412, 987 
Bureau of the Public Debt: Adminis- | 
tering the public debt 4, 000 5, 500,000 | +1, 000, 000 1, 108, 417 —108, 417 
Office of the Treasurer, United States 
Salaries and expenses | 
Bureau of Customs: Salaries and | 
expenses oe ; , 200,000 | 44, 500,000 | +3, 300,000 | 2, 895, 303 +404, 697 
Internal Revenue Service: Salaries 
and expenses___._.____- 250, 000 850,000 |-+25, 600,000 | 18,897,461 | +6, 702, 539 
Bureau of Narcotics: Salaries and ex- | | 
penses ’ 000 | 3,250,000 | +260, 000 154, 240 +105, 760 
U.S. Secret Service: | | 
Salaries and expenses | 2,960, 3, 374, 000 +4114, 000 | 183, 659 +230, 341 
Salaries and expenses, White 
House Police Y 859, 000 +59, 000 58, | +320 
Salaries and expenses, Guard 
Force 268, 287, 000 +19, 000 19, 155 | —155 
Bureau of the Mint: Salaries and ex- 
penses_-_-_. pea ; 3, 650, | 3,650, 000 | 11,! —11, 500 


000 | 15,125,000 | +125,000| 224,000} —99, 000 


U.S. Coast Guard: 
Operating expenses 750, 000 350,000 |+4, 600,000 | 689,000 | +3, 911, 000 

Acquisition, construction and im- 
provement , 000, 000 , 500, 000 +500, 000 | +500, 000 
Retired pay 23, 900, 000 5, 400, 000 | +1, 500, 000 +1, 500, 000 
Reserve training 3, 403,000 | 3,750,000 | +347, 000 +347, 000 


Total, U. S. Coast Guard 7 053,000 (202,000,000 | +6, 947, 000 689, 000 | +6, 258, 000 
Subtotal, regular annual appro- | 
priations : 611,000 |648, 507,000 |+38, 896,000 | 24, 894,528 |+-14, 001, 472 
Limitation accounts—Office of Produc- | 
tion and Defense Lending: | 
Liquidation of Reconstruction Fi- | 
nance Corporation , 400, 000 , 060, 000 —340, 000 64, 000 | — 404, 000 
Federal Facilities Corporation 884, 000 250, 000 —634, 000 | —634, 000 


Total, limitation accounts , 284, 000 , 310, 000 —974, 000 64,000 | —1, 038, 000 


Grand total, Treasury Department_ |611, 895, 000 817,000 |4+-37, 922,000 | 24, 958, 528 |+12, 963, 472 
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Comparative statement of appropriations for 1956 and the estimates for 1957 


1956 appro- 
priations 


Increase (+) or 


Permanent authorizations : 
decrease (—) 


| 1957 estimates 


General and special funds: 

Interest on the public debt so : $6, 800, 000,000 | $7,000,000,000 | +$200, 000, 000 
Public debt retirements payable from ordinary 

receipts and other statutory retirements_._- . 620, 249, 525 619, 934, 809 —314, 716 
E xpenses of administration of Settlement of War | 

Claims Act of 1928 ro wi 13, 000 16, 000 +3, 000 
Losses in melting gold , 000 , 000 — ; 
Refund of moneys erroneously received and covered 5, 000 3, , 000 —2, 000, 000 
Interest on uninvested trust funds.__........_-- 5, 855, 015 }, 114, 709 +259, 694 
Payment to unemployment trust fund___- eS 86, 776, 697 80, 517, 256 | —6, 259, 441 
Refunds and drawbacks, customs ways 7 eam , 000 22, , 000 
Refunding internal revenue collections-__- eae 3, B23, ¢ 76, 000 , 091, 200, 000 +267, 224, 000 
Refunding internal revenue collections, interest 68, 930, 000 59, 800, 000 | —9, 130, 000 
Internal revenue collections for Puerto Rico 17, 500, 000 , 500, 000 
Coconut oil tax, collections for American-Samoa, 

internal revenue ; : 50, 000 50, 000 
Contributions for annuity benefits, White House 

Police and Secret Service Forces. .....-......--- 49, 000 9,000 |... - ; 
Minor coinage profits, etc ie | 370, 569 350, COO —20, 549 
Silver profit fund V ylebes | 7, 650 000 | —47, 650 
Permanent private relief acts . cae , 620 , 620 


Total, permanent indefinite appropriations - - .—- 11, 451, 320,076 | 11, 901,034, 394 +449, 714, 318 


Total, general, limitation and special accounts. - 12, 063, 215,076 | 12, 550, 851, 394 | +487, 636, 318 


Trust funds (not a charge against revenue): 

Federal old-age and survivors insurance trust fund 7, 096, 509, 000 3% , 000 +239, 061, 000 
Pershing Hall Memorial Fund , 978 4, 978 
Unemployment trust fund 1, 608, 861, 000 , 609, 905, 000 +1, 044, 000 
Payment of pre-1934 bonds of the Government of 

the Philippines 5, 000 5, 000 ; 
Mexican claims fund , 500, 000 —1, 500, 000 
National defense conditional gift fund , 000 . — 10, 000 
Payment of unclaimed moneys , 000 000 | 
Refunds, transfers and expe nses of oper: ition, Puerto 

Rico, Bureau of Customs 4, 785, 000 , 785, 000 | 

Refunds, transfers and expenses of operation, Virgin 

Islands, Bureau of Customs 221, 000 221, 000 
Refunds, transfers and expenses of unclaime d, abs in- | 

doned and seized goods, Bureau of Customs 245, 000 5, 000 | 
Expenses, Treasury Department, enforcement Title 

III, National Prohibition Act, as amended, Puerto 

Rico and Virgin Islands , 323 | 2, 749 —1, 57 


U.S. Coast Guard, general gift fund 3,000 | 3, 000 
a 


Total, trust funds 8, 712, 528,301 | 8, 951, 121, 7: 7 | +238, 593, 426 


Grand total, Treasury Department 20, 775, 743, 377 | 21, 501, 973, 121 +-726, 229, 744 


MISCELLANEOUS ACCOUNTS 


Claims, judgments and private relief acts 

Authorization to expend from public debt receipts (sub- | 
scription to capital stock International Finance Cor- 
poration 


PERMANENT INDEFINITE APPROPRIATIONS 


Interest on the public debt 

Such amounts are appropriated as may be necessary to pay the interest each 
vear on the public debt. 
Cumulative sinking fund 


The cumulative sinking fund may be used to retire bonds and notes at maturity 
or redeem or purchase them before maturity. Amounts to be appropriated are 
determined by percentage calculation against the aggregate of certain outstand- 
ing bonds. 


Obligations retired from Federal intermediate credit bank franchise tax receipts 

The amounts paid as franchise taxes by Federal intermediate credit banks are 
used in the discretion of the Secretary to supplement the gold reserve or to reduce 
the bonded indebtedness of the United States. 
Expenses of administration of Settlement of War Claims Act of 1928 


This fund is derived from moneys in the German special deposit account. 
Such funds are deposited in a receipt account and appropriated for a portion of the 
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administrative expenses incurred in paying awards under the Settlement of War 
Claims Act of 1928 (45 Stat. 262). 
Losses in melting gold 

There is appropriated out of the receipts covered into the Treasury under sec- 
tion 7 of the Gold Reserve Act of 1934, bv reason of the reduction of the weight of 
the gold dollar by proclamation of the President, January 31, 1934, an amount 
sufficient to cover the difference between the value of gold as carried in the genera] 
account of the Treasurer of the United States and the value of such gold after 
melting and refining. 


Refund of moneys erroneously received and covered 

Certificates of settlement, approved by the General Accounting Office, are paid 
for amounts which Federal agencies have erroneously deposited into the Treasury 
as miscellaneous receipts but should have been deposited into other accounts or 
returned to the payees. 
Interest on uninvested funds 

Under the terms and conditions provided by law creating the trust, interest 
accruing and payable from the general fund of the Treasury is appropriated fo: 
transfer to the proper trust fund receipt account. 


Payment to unemployment trust fund 

Public Law 567, 83d Congress, provides that excess collections from the unem- 
ployment tax over employment security administrative expenses be used to estab- 
lish and maintain a $200 million reserve in the Federal unemployment account 
The Federal unemployment account is a subsidiary of the unemployment trust 
fund. 

The Federal unemployment tax is a 3-percent tax levied upon the payrolls of 
all employers of 8 or more workers during 20 weeks in the year. The employer 
is permitted to offset up to 90 percent of the Federal tax (2.7 percent of taxable 
payrolls) with any taxes paid to an unemnployment insurance system under thy 
laws of the State in which he does business; therefore, 10 percent of the collections 
come into the Federal Government. 

These Federal tax collections (10 percent) had been intended to repay the 
Federal Government for amounts appropriated for grants to the States and to 
cover administrative costs. However, it has been proved that the costs did not 
reach the Government’s share of collections, and the excess of collections over 
costs became part of the general fund and were used to meet the general expenses 
of the Government. Publie Law 567 provides that this excess be placed in the 
unemployment trust fund. 


Refunds and drawbacks, customs 


Overpayments are refunded, and drawbacks of duties upon exportation of 
previously imported merchandise are paid as required. 


Refunding internal revenue collections 


The act of June 19, 1948 (62 Stat. 560), appropriates such amounts as may bi 
necessary for refunding internal revenue collections. 
Refunding internal revenue collections, interest 

The act of June 19, 1948 (62 Stat. 560), appropriates such amounts as may be 
necessary for payments of interest on internal revenue collections. 

This account was established on the books of the Treasury to provide a separate 
accounting for the interest paid on the refund of internal revenue collections 
(Treasury Announcement of Account Symbols and Titles, No. 2752, dated July 
16, 1954.) Since the Budget Document, the Monthly Treasury Statement and 
other reports treat the principal of the refunding account as a reduction of receipts 
and the interest payments are treated as expenditures, the separation of the items 
into two separate accounts facilities the proper accounting. 

Internal revenue collections for Puerto Rico 

Taxes collected under the internal-revenue laws of the United States on articles 
produced in Puerto Rico and transported to the United States or consumed i 
the island are paid to Puerto Rico. 

Coconut oil tax, collections for American Samoa, internal revenue 

All taxes collected under the internal-revenue laws of the United States on 
coconut oil produced in American Samoa or from materials produced in that 
Territory are paid to the treasury of American Samoa. 
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Contributions for annuity benefits, White House Police and Secret Service force 


The District of Columbia is reimbursed for retirement benefits paid to per- 
sonnel of the White House Police force and the Secret Service. The appropriation 
covers the difference between the amounts paid to beneficiaries and the amount 
deducted from salaries for retirement purposes. 


Minor coinage profits, etc. 


A portion of the gains resulting from coinage of metals into l-cent and 5-cent 
pieces is appropriated to cover the cost of wastage incurred in the coinage and 
recoinage of minor coins, and the cost of distributing such coins. 


Silver profit fund 
A portion of the gains resulting from the coinage of silver bullion is appropriated 


to cover the cost of wastage incurred in the coinage and recoinage of silver coins, 
and with the cost of distributing such coins. 


Permanent private relief acts 
Statutory awards are paid to Herman F. Kraft and Sara E. Edge. 


TRUST FUNDS 


Federal old-age and survivors insurance trust fund 

Under the Federal old-age and survivors insurance system, workers and their 
employers make annual contributions in the form of taxes on wages toward the 
benefits which will be payable when the worker reaches 65 or when he dies. An 
amount equal to the annual contributions, including interest and penalties, is 
appropriated to this trust fund for benefit payments and administrative expenses, 
part of which is being used for a building to house the Bureau of Old-Age and 
Survivors Insurance. The excess of income over outgo and annual interest are 
invested in Government securities. 
Pershing Hall Memorial fund 

The Secretary of the Treasury may invest and reinvest the principal of the 
Pershing Hall Memorial fund in interest-bearing United States bonds. Earnings 


are appropriated for payment to the national treasurer of the American Legion 
for use in the maintenance of Pershing Hall in Paris, France. 


Unemployment trust fund 


Under the Social Security Act the Secretary of the Treasury holds in the 
unemployment trust fund all moneys deposited by a State agency from a State 
unemployemnt fund or by the Railroad Retierment Board to the credit of the 
railroad unemployment insurance account; invests such portion of the fund as is 
not required to meet current withdrawals; and credits the fund with interest on, 
and proceeds from the sale or redemption of, any obligations held in the fund. 


Payment of pre-1934 bonds of the Government of the Philippines 


This trust account was established by the act of March 24, 1934, as amended 
by the Philippine Independence Act of 1939, for the purpose of paying principal 
and interest on outstanding bonds of the Philippines, its Provinces, cities, and 
municipalities, issued prior to May 1, 1934, under authority of acts of Congress. 
Appropriations are made from receipts from net proceeds from premium or discount 
on investments. The value of the outstanding bonds is $6,350,850. 


Mexican claims 


The American-Mexican Claims Commission adjudicates claims of American 
nationals against the Government of Mexico. To pay the claims, the act pro- 
vided for a Mexican claims fund into which would be deposited $40,533,658.95, 
consisting of $40,000,000 from the Government of Mexico (payable in 16 annual 
installments) and $533,658.95 appropriated by the Congress of the United States. 
Final payment will be made by Mexico in fiscal year 1956. 


National defense conditional gift fund 


Public Law 537, 83d Congress, authorizes the Secretary of the Treasury to 
accept or reject on behalf of the United States any gift of money or other intangible 
personal property made on condition that it be used for a particular defense 
purpose. Such gifts are converted at the best terms available. The moneys held 
in trust are paid to such appropriation accounts as will best effectuate the interest 
of the donors. 


Payment of unclaimed moneys 


Payments are made to individuals who establish their right to moneys held in 
trust pending claims of owners. 
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Refunds, transfers and expenses of operation, Puerto Rico, Bureau of Customs 
Customs duties, taxes, and fees collected in Puerto Rico are deposited to this 
account. After operating expenses have been provided for, available balances 
are transferred to the treasurer of Puerto Rico. 
Refunds, transfers and expenses of operation, Virgin Islands, Bureau of Customs 
Customs duties, taxes, and fees collected in the Virgin Islands are deposited to 
this account. After operating expenses have been provided for, available balances 
are transferred to the treasury of the municipalities of the Virgin Islands of the 
United States. 


Refunds, transfers and expenses of unclaimed, abandoned and seized goods, Bureau 
of Customs 


All proceeds of the sale of abandoned and seized merchandise are deposited 1 
this account. Expenses of sale are paid and net proceeds transferred to misce \. 
laneous receipts. 


Expenses, Treasury Department, enforcement Title III, National Prohibition Act 
as amended, Puerto Rico and Virgin Islands 

Advances are made by the insular government of Puerto Rico to pay expenses 
in connection with the enforcement of internal-revenue laws relating to industrial 
alcohol in that island. There are no industrial alcohol plants operating in th 
Virgin Islands. 
United States Coast Guard general gift fund 

This trust fund is maintained to account for gifts or bequests for use of the 
Coast Guard. 

MISCELLANEOUS ACCOUNT 


Subscription to capital stock, International Finance Corporation 

The International Finance Corporation Act, Public 350, approved August 11, 
1955, authorized the President to accept membership for the United States in 
the International Finance Corporation. 

Section 7 (a) of the act provides that the Secretary of the Treasury is authorized 


to pay the subscription of the United States to the Corporation and for this 
purpose is authorized to use as a public debt transaction not to exceed $35, 168,000 
of the proceeds of any securities hereafter issued under the Second Liberty Bond 
Act, as amended. Payment of the subscription of the United States to the 
Corporation and any repayment thereof shall be treated as public debt transac- 
tions of the United States. 


Summary of obligations by object class (excluding trust accounts) fiscal year 1957 


General and 
Object class special ac- 
counts 


Limitation 
accounts 


01 Personal services $464, 416, 164 $1, 065, 000 $465, 481, 164 
02 Travel 14, 498, 5: 24, 000 , 522, 580 
03 Transportation of things “ . 5, 415, 3, 000 5, 418, 600 
04 Communication services = 15, 147, 84: 26, 000 5, 173, 842 
05 Rents and utility services 4, 182, 256 113, 000 , 295, 256 
06 Printing and reproduction 21, 320, 2 6, 500 21, 326, 760) 
07 Other contractual services 47, 893, 66, 100 , 959, 994 
08 Supplies and materials 25, 219, 5, 750 , 224, 760 
09 Equipment 21, 373, 44: ‘ ‘ 21: 3, 445 
10 Lands and structures : 1, 514, 05 : , 514, 050 
11 Grants, subsidies and contributions 98, 216, 256 ; 98, 216, 256 
12 Pensions, annuities and insurance claims Pe 27, 003, a 7, 003, 103 
13 Refunds, awards and indemnities . 4, 117, 194, ¢ ‘ , 117, 194, 287 
14 Interest 7, 065, 914, 706 : 7, 065, 914, 709 
15 Taxes and assessments | 277, 9 150 8, 130 

Unvouchered - . aan 25, 500 25, 500 


i Ro issn eel . 11, 929, 612, 436 310, 000 ‘LL 930, 922, 436) 


RECONCILIATION 


Total, general, limitation and special accounts Shs - : sated .. $12, 550, 851, 394 
Cumulative sinking fund (appropriation carried forward) —619, 788, 409 
Obligations retired from Federal intermediate credit banks, franchise ‘tax rece ipts (appro- 

priation trans. to receipts) ee en oe ita ok — 146, 400 
Unobligated balances brought forward_____- sad LTT +459, 261 
Unobligated balances carried forward __....._-_-.__- ae aot —453, 410 


Total obligations....__- 11, 930, 922, 436 
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Average positions under appropriated funds fiscal years 1955, 1956, and 195? (actual 
and estimated) 


Estimated average 
Actual aver- positions 
Bureau and appropriation or limitation age positions, 
1955 


ivilian employees 
Office of the Secretary: Salaries and expenses 
Bureau of Accounts: 
Salaries and expenses 
Salaries and expenses, Division of Disbursement 
Bureau of the Public Debt: Administering the public debt 
Office of the Treasurer, United States: Salaries and ex- 
penses 
Bureau of Customs: Salaries and expenses 
Internal Revenue Service: Salaries and expenses 
Bureau of Narcotics: Salaries and expenses 
U.S. Secret Service 
Salaries and expenses 
Salaries and expenses, White House Police 
Salaries and expenses, guard force 
Bureau of the Mint: Salaries and expenses 
U.S. Coast Guard 
Operating expenses 
Acquisition, construction, and improvement 
Reserve training 


Total, regular annual operating appropriations 
Office of Production and Defense Lending 
Liquidation of Reconstruction Finance Corporation 
Federal Facilities Corporation 
Civil-defense loans 
Total, limitation account 
Total civilian employees 
Military personnel 


Operating expenses, Coast Guard f f 
Reserve training, Coast Guard 128 


Total, military personne] 25, 563 26, 091 
Grand total 97, 934 98, 734 


Does not include average positions to be paid from Bureau of Engraving and Printing (revolving fund) 
as follows: 1955 (actual) 4,200; 1956 (estimate) 4,007; and 1957 (estimate) 3,970. 
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Statement reflecting, by organization, the number of employees actually on the roll or 
estimated to be on the roll on the dates specified 


| 


Actual | Estimated 





Bureau or office | | ; 
June 30, | Dec. 31, | June 30, | Dec. 31, | June 30, | Dec. 31, | June 30, 
1954 | 1954 | 1955 | 1955 | 1956 | 1956 | 1957 


Civilian employees: 
Office of the Secretary--_-- : 455 | § 35 437 47 | 442 | 
Office of International Finance_-- 203 99 | 2 194 92 | 194 
Bureau of Accounts !__ 2, 581 2, 35: a5 | 2,204; 2,387 2, 384 | 
Bureau of the Public Debt 3, 994 5738 & 3, 586 : 3, 788 
Office of the Treasurer , 149 , 118 1, 057 045 
Office of Comptroller of the Cur- | 

rency ee ae : , 109 2| 1,187] 1,187 ,141 | 150 | 
Bureau of Customs 1 “a , OF 8,100 | 8,020 | 15: 8, 053 
Internal Revenue Service 51,590 | 50,360 | 50,910 | 51, 200 | , 626 | 
Bureau of Narcotics 373 | 381 384 | 383 | 383 | 
Bureau of Engraving and Printing- ,701 | 4,172 4, 005 3, 653 4, 003 | 
U. 8. Secret Service 567 | 590 620 630 | 663 | 
Bureau of the Mint 883 | 865 735 681 | 690 | 
U.S. Coast Guard___. ,963 | 5,14 5, 082 | , 865 | 4, 920 | 
Office of Production and Defense | 

Lending_____- 5é 437 272 

Total, civilian employees-.-__- 80, 893 79, 177 79, 180 319 79,298 | 79, 506 | 9, 608 

Military employees: U. S. Coast | | 

Guard Sot _.| 20,154 7,956 | 28,607 | 29,204 | 29,108 | 29,318] 29,270 


Grand total sam “110, 047 | 107, 133 107, 787 613 | 108, 406 108, 824 108, 878 


1 Maximum employment occurs during the 3d quarter of each fiscal year due to heavy seasonal workload. 
On the roll as of Mar. 31, 1955, 2,765; Mar. 31, 1956, 2,717; and Mar. 31, 1957, 2,738. 

2 Under date of Dec. 7, 1954, there was established in the Treasury Department, the Office of Production 
and Defense Lending, responsible for the administration of the liquidation of the Reconstruction Finance 
Corporation, Federal Facilities Corporation, and civil-defense loans. During the fiscal year 1954, these 
functions were the responsibility of the Reconstruction Finance Corporation. 


Comparative statement of obligations incurred for the fiscal year 1955 and the 1st 6 
months of fiscal year 1956 as of Dec. 31, 1955 (exclusive of reimbursements) 


| 1955 fiscal 
Bureau and appropriation | year obliga- 


1956 July- 
December 


tions | obligations 


Regular annual appropriations: | 

Office of the Secretary: Salaries and expenses ------------ : ---------| $2,648, 463 $1, 478, 203 
Bureau of Accounts: | | 
Salaries and expenses ioral dion 2, 665, 482 | 1, 481, 984 
Salaries and expenses, Division of Disbursement ...__*-----.------ -| 14,979, 832 | o, 381, 505 
Bureau of the Public Debt: Administerin the Publie Debt : 45, 314, 296 22, 755, 163 
Office of the Treasurer, United States: Salaries and —— " coe 15, 454, 318 7, 956, 652 
Bureau of Customs: Salaries and expenses__-- giwewweni -----| 40,812, 123 | 22, 173, 187 
Internal Revenue Service: Salaries and expenses Siketdaiaes 278, 767, 707 152, 276, 456 
Bureau of Narcotics: Salaries and expenses ------- -- 5 lia dahhienie mda 2, 803, 660 | 1, 575, 855 

U. 8. Secret Service: | 
Salaries and expenses-- ; ‘ . oscani 555, 224 1, 581, 336 
Salaries and expenses, White House Police_--- | 9&5 420, 458 

Salary and expenses, Guard Force s ; 265, 968 139, 923 
Bureau of the Mint: Salaries and expenses ; : ; , 371, 078 1, 784, 289 
United States Coast Guard: 
Operating expenses . 54, 796, 668 | 81, 580, 573 
Acquisition, construction and improvements. - - - | a | 6, 191, 200 
Retired Pay = ae > . 20, 352, 379 | 11, 438, 414 
Reserve Training---- ---- : f : aon 2.514, 681 1, 997, 091 





Total, U. S. Coast Guard_-.......-..-. oe amie | 185, 549, 727 101, 207, 278 
, 
Total, regular annual operating appropriations - - ---- | 597,073,893 | 322, 212, 289 
Limitation accounts: Office of Production and Defense Lending: | 
Liquidation of Reconstruction Finance Corporation -- ‘ 2, 242, 386 745, 412 
Federal Facilities Corporation ; ae ; : awacal 1, 807, 118 | 512, 500 
Civil-defense loans 5 ; ; 47, 886 | 


Total, limitation accounts - -_-.--_--- aces — “ 097, 390 | | 1, 257, 912 


Grand total, Treasury Department ; ‘ Slates sat 601, 171, 253 5 323, 470, 201 
| | 
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REPORT OF VIOLATIONS OF SUBSECTION (H) SECTION 3679 ReEviIsED STATUTES 
AS AMENDED (31 U.S. C. 665) 


FISCAL YEAR 1955 
Bureau of Customs 
Date of report, November 26, 1954 


Allotment for the first quarter of fiscal year 1955 made to the Collector of 
Customs, Honolulu, Hawaii, in the amount of $119,800, was exceeded by $1,047.65. 
Total obligations included substantial amounts which were reimbursable by 
parties in interest, and are outside the administrative control of the responsible 
customs officers. Had a timely request for an adjustment of the quarterly 
allotment been requested, it would have been granted without question. 

Allotment for the first quarter of fiscal year 1955 made to supervising customs 
agent, El Paso, Tex., in the amount of $103,250, was exceeded by $1,029.71. 
The overobligation resulted from the requirement that lump-sum payments 
totaling in excess of $1,700 be paid to retiring employees, and for which no provision 
had been made in the allotment. Here again, the sole error was that a timely 
request for an adjustment was not submitted by the allottee before the end of the 
quarter. 


Mr. Gary. Thank you very much, gentlemen. 


WEDNESDAY, JANUARY 25, 1956. 


EMPLOYMENT OF PLATE PRINTERS AT THE BUREAU OF ENGRAVING 
AND PRINTING 


WITNESSES 


GEORGE RILEY, REPRESENTING THE AMERICAN FEDERATION OF 
LABOR-C.I. O. 

JOHN D. FITZGERALD, REPRESENTING THE WASHINGTON PLATE 
PRINTERS UNION, LOCAL NO. 2, INTERNATIONAL PLATE PRINT- 
ERS, DIE STAMPERS AND ENGRAVERS UNION OF NORTH AMERICA 

THOMAS G. GILL, REPRESENTING THE WASHINGTON PLATE 
PRINTERS UNION, LOCAL NO. 2, INTERNATIONAL PLATE PRINT- 
ERS, DIE STAMPERS AND ENGRAVERS UNION OF NORTH AMERICA 

MELVIN H. TURNER, REPRESENTING THE WASHINGTON PLATE 
PRINTERS UNION, LOCAL NO. 2, INTERNATIONAL PLATE PRINT- 
ERS, DIE STAMPERS AND ENGRAVERS UNION OF NORTH AMERICA 

THOMAS G. WALTERS, OPERATIONS DIRECTOR, GOVERNMENT 
EMPLOYEES COUNCIL, A. F. OF L. 


Mr. Gary. I might say to the members of the committee that Mr. 
Riley and Mr. Walters got in touch with me and told me they would 
like to be heard by this committee. I told them we would be very 
glad to hear them. We thought today would be the best time. I 
am sorry we were delayed much longer than we expected, so that the 
time is late. 

Mr. Ritey. That is perfectly all right. 

Mr. Gary. We will be very glad to hear from you now, Mr. Riley, 
and we want to give you sufficient time. 


STATEMENT OF GEORGE RILEY 


Mr. Rixtey. This relates to the layoffs of probably the highest 
skilled men or as high as any in the Bureau of Engraving and Printing. 
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I do not need to go into the history of this. There has been a 
letter distributed to each of you gentlemen so that at least you have 
the viewpoint of the executive council of the International Plate 
Printers, Die Stampers, and Engravers Union Local, No. 2. 

Mr. Gary. Would you like to put that letter in the record? 

Mr. Ritey. I would be very glad if you would indulge us to that 
extent. 

Mr. Gary. We will be glad to insert the letter in the record at this 
point. 

(The letter referred to follows: ) 


JANUARY 11, 1955. 
Hon. J. VAUGHAN Gary, 
Subcommittee on Appropriations, 
House of Representatives, Washington 25, D. C. 

DEAR CONGRESSMAN Gary: We would like to take this opportunity to thank 
you for the Appropriation Committee’s recommendations of last year in regard 
to the modernization program of the Bureau of Engraving and Printing, to take 
into consideration human values, in proceeding with their program. The trade 
and skills of plate printers are peculiar mainly to the Bureau of Engraving and 
Printing. There are very few job opportunities available in private industry for 
our printers. We feel very strongly about consideration of human values in any 
program that will decrease manpower needs. 

We feel you would be interested to learn how your recommendations were 
carried out, and what the prospects are for the future. 

Starting about 6 years ago, a program of automation was launched on the 
Bureau of Engraving and Printing. It is a matter of Congressional Record that 
through the cooperation of the plate printers the outstanding record of the 
Bureau has been achieved. The daily production of the plate printers has in- 
creased over 100 percent to date and the jobs of two female assistants on each 
press have been eliminated. 

Up to the present day this program has affected Bureau manpower to the 
point where through numerous layoffs, along with attrition the personnel has 
been reduced from a peak of 6,400 in 1952 to less than 4,000 employees. 

The impact on plate printers employed in the Bureau has been even heavier 
proportionately. In 1950 the Bureau employed 600 journeymen plate printers 
and later 70 producing apprentices. After 3 reductions in force since that time, 
the most recent being in October 1955, less than 300 plate printers are employed 
in the Bureau. 

Many of the r. i. f. printers have had to accept positions in the Government at 
less than half of their former salaries in order to protect their retirement rights 
and because of their age status. Many of these men are over 50 years of age 
and consequently other printing concerns are reluctant to employ them. Most 
of these printers were recruited from all parts of the country during the past 
conflicts and some had over 13 years of service in the Bureau as plate printers. 

It is our belief that if present plans for new presses and processes are carried 
through successfully as many as 200 more plate printer positions would be elim 
inated in the next few years. This would work a cruel hardship on men who have 
spent many years in the Bureau as printers. Some of these men have spent their 
whole adult life there. The families of these men, whose skills are useless in the 
ordinary labor market, will naturally suffer severely because in most cases their 
husbands and fathers will be taking a severe cut in salary. 

Indications are that further reductions may be necessary in 1956, because of 
expected new technological improvements in the production of postage and revenue 
stamps. Recently the Bureau has announced a program entailing a short run of 
100,000 sheets to test two foreign manufactured intaglio rotary printing presses 
for currency which if accepted by the management of the Bureau for production 
purposes would cause another large scale manpower crisis. 

These two presses, the Giori and the De La Rue, have been in the Bureau for 
9 months at considerable expense to the Goverrment. Up to tne present time 
they have not proven acceptable. 

This program as outlined may jeopardize the high quality of the present wet 
intaglio process used in the Bureau. 

We request that before any drastic and expensive change to the dry rotary 
process be accepted that the press which is considered more likely to meet our 
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requirements be tested for at least a vear under full production and quality 
requirements before final evaluation, and if then acceptable be purchased only 
at the rate that manpower supply and production requirements indicate they are 
needed. 

We feel tnat such a program would more surely protect the security of the 
printed money and at the same time protect the craftsmen who have done so 
much to make successful the achievements of the economy program to date. 

Respectfully submitted. 


Tuomas G. GILL, 
Member, Executive Council, International Plate Printers, Die Stampers 
and Engravers of North America. 

Mr. Ritry. We have assembled affidavits which represent the 
human equation. This situation represents more than slashing the 
payroll. These are affidavits properly attested to and notarized. 
These men are all substantial persons who have spent their lives, 
their careers, in this type of work. Some are from Virginia, some from 
Maryland, and on down the line. 

Here is a man who has attached a statement dated July 28, 1955, 
request for verification of employment of John A. Johns, Jr. Mr. 
Johns, according to this statement, has a permanent appointment. 
This verification of employment is dated July 28, 1955, just a few 
days before you gentlemen adjourned and went home. Based on this 
verification of employment by the Bureau of Engraving and Printing 
and his hourly rate of $3.505, Mr. Johns obligated himself to the pur- 
chase of some real estate, a home. He had originally been an inde- 
pendent businessman, operating his own engraving business, which 
he gave up to come to the Government. He was a going concern, you 
might say. Based upon certain representations made to him by ‘the 


United States Government in good faith and which he accepted at 
face value, he disposed of his holdings and came here as a patriotic 
duty. He Says: 


In July 1955 I decided to purchase a home, one within my means. I was 
given a form which had to be filled out by my employer stating salary and job 
assurance. It was filled out that I had a permanent appointment. 

On the morning of September 30, I asked the vice president of the union how 
things were and he informed me that the committee was told there would be 
no layoffs because of the numerous retirements. At 2:30 that same day I received 
my layoff notice effective in 30 days. This happened 4 days after I moved into 
my new house. 


This is from Harry Henry McGuire, 10th Congressional District, 
Virginia. He says: 
I am 50 years old and have been a plate printer for about 30 years. I gave 


up my job in the American Banknote Co. to come to Washington, D. C. I 


changed my job for a permanent job in the Bureau of Engraving and Printing 
in 1947. 


I bought a house in Arlington, Va., which is mortgaged. In October 1955, I 
lost my position due to a reduction in force. 

I have two children at school. They gave me a job on the guard force, but 
it does not pay much. With the rent on my house and all my other bills, I 
cannot make ends meet, for it is pretty tough for a man at the age of 50 years to 
find another position at plate printing. 


Here is one from Clifford L. Felix. He bought a home and was 
given 30 days’ notice that his job was terminated. 
Here is a man from Ohio, A. William Anderson. He was also under 


the impression this would be permanent employment as he had a civil 
service permanent status. He says: 


However, on October 1, 1955, I received notice that my job as plate printer 
was ending as of October 31, 1955, and was down-graded to a job at less than half 
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my plate printer’s wages. This in turn has placed me in serious circumstances. 
To begin, I sold an income home in Youngstown, Ohio, at some loss and purchased 
one in Takoma Park, Md., at an inflated price, and still have a large mortgage 
on same. 


At present, I have one son in drafting school, and at my reduced earnings find 
it impossible for him to continue his education, along with other difficulties due 
to this reduction in income. 

This is from William Oliver of the 10th Congressional District in 
Virginia. He says they told him he would have a job as long as he 
wanted it because there was a shortage of plate printers. He sold 
his home in Pittsburgh, Pa., and went to great expense moving to 
Washington. He says he still has a $7,000 mortgage on his home. 

This is from Louie De Dominicis. He says that up to 3 days before 
his separation he made commitments that jeopardized his financial 
condition. 

Frank T. Wilberding of Mount Rainier says that when he first came 
to the Bureau it was inferred that he had a permanent position. 

This is from John A. Mahoney. This is the payoff. He says the 
union paid $3,500 out of its own till to recruit 75 employees to come 
in here when the Government was pleading and begging and he, 
having done that,’ his job istakenaway. He is from Montgomery 
County, Md. 

L. Clyde Thomas of the 10th Congressional District of Virginia says: 

After working in the Bureau for 14 years, at the age of 58 it would be an almost 
impossible hardship to have to start out again. 

Was informed more than once by members of the executive committee of the 
plate printers union that the plate printers had nothing to worry about as to a 


layoff. 

‘On this assumption, I bought property carrying a mortgage of approximately 
$9,000. I would be unable to pay the mortgage off should there by any change 
in the Bureau’s plan for plate printers. 

Mr. Git. These were men still working as plate printers but who 
would be affected almost immediately if any further reductions in 
force are made. 

Mr. Rixey. This is from Melvin J. Radcliffe of the 13th voting 
district of Maryland. He has a mortgage on his home with 14 years 
to go and 2 children in school. 

Gentlemen, I could tell you more and more but they are pretty 
much cut out of the same cloth. 

These are the announcements of examinations to which these men 
responded. In 1947 the maximum age was 62, having been raised 
in 5 years from 50, showing the dire need of the Government for these 
men to come here. 

I have been around this town long enough to know the Government 
cannot guarantee you anything in the way of employment. There 
are no vested rights in jobs. But I think the good faith of the Gov- 
ernment is tied up in this thing. The next time they go looking for 
these skills they will not be able to get them once it gets out over the 
land the kind of treatment these men have received. 

Here is a statement from Lee B. Kistler dated January 23, 1956, 
made up for this occasion, with reference to a memorandum of June 28, 
1949, pertaining to the work schedule for fiscal year 1949-50. In 
part he says: 


We were assured by the officials of the Bureau that no plate printer then 
employed would be discharged in the future because of the introduction of these 





pres 
this 


Th 


or ¢ 


req 

you 
: 
Je 


for 
im) 


ee ee 





nces, 
hased 
tgage 
3 find 


; due 


‘t in 
s he 
sold 
r to 
me. 
fore 
cial 


ume 


the 
me 
he, 
ery 
ys: 
ost 


the 
Oa 


ely 
nge 


ho 
in 


ng 
rs 


ty 


on 


487 





presses because they are standard equipment of all the bank note companies in 
this country. 

Every one of the men on this committee are out of a job today. 
Those are men who have in the recent past been ‘‘riffed” as they say, 
or discharged. 

We have here statements based on official information on what the 
requirements have been over the years, so that we do not have to give 
you any imaginary remarks on this thing. This happens to be from 
C. E. Deery, an official of the Bureau. I would like to submit these 
for the record because they speak for themselves. We do not want to 
impose on your time this late in the afternoon. 

Here is a letter to the Director of the Bureau of Engraving and 
Printing from the executive committee of the Washington Plate 
Printers Union, dated December 1, 1949: 

We are making a further survey and feel sure that we will be able to meet and 
exceed the number of 78 printers by the date of July 1, 1951. 

Time and again these men have gone out to get their brothers in 
the trade to come in here, saying, ‘‘The Government needs you. 
This is an obligation. We have the Korean war on. We cannot leave 
Uncle Sam in the hole.”” Now Uncle Sam has left them in the hole. 

I might say this, that Mr. Hall unfortunately has suffered a stroke 
recently, or we would have been able, I believe, to get some enlight- 
enment thrown on this thing from the time he was in there, but we 
certainly did not want to impose on a sick man to ask him to do that. 
Otherwise we would have had his help on this situation. 

Now, the men in this craft have made overtures to the Bureau after 
working themselves out of jobs, after having been urged to raise this 
output from 12 sheets, and today it is 50 percent more. They have 
gone along with this schedule and the answer to it is the moving in 
of these foreign presses. I understand that there will be workmen 
brought in here to operate those presses. What move is taken to 
assure security in bringing these workmen in to work for the United 
States Government I do not know, but I am sure there are some 
treaties in force that could be applicable to the situation. 

These men have made overtures to the Director and have tried to 
reason this thing out. They do not want to urge that there be a fur- 
lough, and they have tried to work this thing out on a practical basis, 
and have offered to take a furlough. It might be said how is the Con- 
gress going to tell the Bureau what to do. 

As I recall it, the Credit Act and the Economy Act both invoked 
and utilized furloughs, and I think you can decide whether they could 
be applied to this case. 

Mr. Gary. Is not that a question, however, for the legislative 
committee, rather than for this committee? 

Mr. Rizey. It could well be, but I see very many things going 
through on appropriation acts. We are grasping for straws, and we 
hope that you aa what can be done to work it out on this thing. 

Mr. Gary. Any provision of that kind that we put into our bill 
could be stricken on a point of order by merely one objection. 

Mr. Rixey. I would not disagree on that whatsoever, but I do 
know that there have been times when objections have not been 
raised to such things, and they have gone right on through as sub- 
stantive law. We are asking what can we do in this case. If fur- 
loughs were invoked, it would work out something along this line. 
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If we brought back these 48 men and if we stopped these 30 men 
there would naturally be attrition through deaths and retirements. 
These men could well be giving up the equivalent of one-eighth of their 
time or 12 percent, which they are volunteering to do. 

I am no technician on this thing, and we do not profess to have the 
answers. I am sure that you ge ntlemen can get them much quicker 
and easier. This does not increase the workload, nor the payroll. 
We are asking for a practical solution of this thing, for a practical 
problem. 


I have presented it to the Bureau. It has been turned down, but | 
believe that this is something the committee and the Congress can 
step in on. 

Mr. Gary. Mr. Riley, I am sure that the members of this com- 
mittee have the deepest sympathy for these men who have been 
released. As we all know, a person who is higbly skilled in a trade 
for which there is a limited demand being separated from his job in 
the late vears of his life presents a very unfortunate situation. 

The committee has discussed the matter at length with the Bureau 
officials, and we are very glad, indeed, to have you present your views. 

Now, with reference to these letters, pick out several of them that 
you would like to have in the record. I do not think it is necessary 
to print all of them. 

Mr. Ritey. We will take excerpts of them, if you care to have them. 

Mr. Gary. Do you think that would be sufficient? 

Mr. Ritey. For my purpose it would be. 

(The letters referred to are as follows:) 


WasHINGTON, D. C., January 23, 1956, 
John A. Johns, would like to state that in July or August 1948, I wrote to 
the Bureau of Engraving and Printing inquiring about a job as plate printer. 
I received an answer from Winifred Loring saying the Bureau needed men and 
the job would be temporary until made permanent. 

I wrote explaining I had my own engraving business, also worked at the Hurley 
Machine Co., as an inspection supervisor and wouldn’t want to consider making 
a change unless I could be assured of a permanent position. In a return letter I 
was informed that because of the scarcity of plate printers, also numerous men 
retiring, I could be assured of my job as long as my work was satisfactory. ‘I 
was told to report to Washington on or before February 8, 1949, so I stored my 
machinery in Chicago and accepted the position as plate printer. 

In the spring of 1950 I was made permanent. I went to the personnel office 
to inquire as to just how permanent my job was as I had to dispose of my machin- 
ery. I was told by Miss Lorings’ assistant that I had nothing to worry about 
as the Bureau still needed men to replace the men who were retiring and if I 
would continue my record as it was I had nothing to worry about. 

In July 1955 I decided to purchase a home, one within my means. I was 
given a form which had to be filled out by my employer stating salary and job 
assurance. It was filled out that I had a permanent appointment. 

On the morning of September 30, I asked the vice president of the union how 
things were and he informed me that the committee was told there would be 
no layoffs because of the numerous retirements. At 2:30 that same day I received 
my layoff notice effective in 30 days. This happened 4 days after I moved into 
my new house. 

I feel that when the form was sent in to be filled out someone must have known 
there was going to be a layoff and I should have been informed then and there so 
I wouldn’t go through with the purchase of the house. 

I gave up a good business and a good job to come to work at the Bureau 
believing my future was assured. 

I took great pride in the work I did and know my work was very satisfactory. 
I hope some day the injustice done to the plate printers will be corrected. 

Sincerely, 
JoHNn A, JOHNs, 
Virginia. 
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JANUARY 23, 1956. 

In July 1941, I came to Washington for a visit. While I was here, I met Mr, 
Edward Meehan, at that time an officer in the Plate Printers Union, Local No. 2. 
He asked me to go to the personnel office and inquire about a job as a plate printer. 
After talking to the personnel officer about the position and salary, I gave up the 
job I had held for 1244 years. 

During World War II, the Bureau of Engraving and Printing requested from 
my draft board that I be given an occupational deferment. This was granted. 
After this deferment, I bought my home. I still have a mortgage of $9,000 on it. 

After 14% years at the Bureau I now face losing my job, even though I have 
permanent status. This is due to the proposed new methods of printing which 
are now being tested at the Bureau of Engraving and Printing. 

This being the only trade I know and the limited field outside of the Bureau, 
I could not get a job at my present salary. As I am not trained for any other job 
and at the age of 42 years the best I could expect would be $60 or $65 a week. 
With my financial responsibility on my mortgaged home and two children in 
high school, medical and all other expenses of a family, this would be inadequate. 
So I appeal to the Director to be humane in his modernization program. 


Cuar_es L. FRENCH, 
4605 37th Avenue, Hyattsville, Md. 


JANUARY 238, 1956. 
To Whom It May Concern: 

I was contacted by a member of the Plate Printers Local No. 2 in September 
1941 to file application as a plate printer in the Bureau of Engraving and Printing. 

I gave up a good position in Richmond, Va., to accept the appointment in 
the Bureau November 25, 1941. 

After working in the Bureau for 14 vears, at the age of 58 it would be an almost 
impossible hardship to have to start out again. 

Was informed more than once by members of the executive committee of the 
Plate Printers Union that the plate printers had nothing to worry about as to 
a layoff. 

On this assumption, I bought property carrying a mortgage of approximately 
$9,000. I would be unable to pay the mortgage off should there be any change 
in the Bureau’s plans for plate printers. 

Respectfully submitted. 

L. CiypE THoMAs, 
10th Congressional District of Virginia. 


JANUARY 23, 1956. 
To Whom It May Concern: 

I came to Washington June 8, 1948, to accept a job as plate printer at the Bureau 
of Engraving and Printing; also was under the impression this would be a per- 
manent appointment as I had civil service permanent status. However, on 
October 1, 1955, I received notice that my job as plate printer was ending as of 
October 31, 1955, and was downgraded to a job at less than half my plate printer’s 
wages. This in turn has placed me in serious circumstances. To begin, | sold an 
income home in Youngstown, Ohio, at some loss and purchased one in Takoma 
Park, Md., at an inflated price, and still have a large mortgage on same. 

At present, I have one son in drafting school, and at my reduced earnings find 
it impossible for him to continue his education, along with other difficulties due to 
this reduction in income. 

Respectfully submitted. 

A. WiLuiAM ANDERSON, Ohio 


JANUARY 23, 1956. 
To Whom It May Concern: 

I am 50 years old and have been a plate printer for about 30 years. I gave 
up my job in the American Banknote Co. to come to Washington, D. C. I 
changed my job for a permanent job in the Bureau of Engraving and Printing 
in 1947. 

I bought a house in Arlington, Va., which is mortgaged. In October 1955, I 
lost my position due to a reduction in force. 
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I have two children at school. They gave me a job on the guard force, but it 
does not pay much. With the rent on my house and all my other bills, I cannot 
make ends meet, for it is pretty tough for a man at the age of 50 years to find 
another position at plate printing. 

Respectfully submitted. 

Harry Henry McGuire, 
10th Congressional District, Virginia, 

Mr. Watters. Mr. Chairman, could I say a word? 

Mr. Gary. Yes, indeed. 


STATEMENT OF THOMAS G. WALTERS 


Mr. Watters. I am Thomas G. Walters, operations director, 
Government employees council, A. F. of L. 
I would just like to state to the committee the reason why I was late. 

I was over at the Pentagon on a commitment already made before 
we got word that we could have the privilege of coming before you, 
and I again thank you for hearing Mr. Riley and the other men, and | 
certainly concur in the testimony presented here this afternoon, and 
I hope that something can be worked out to help this situation. 

First, we do feel that a furlough will not add to the financial bur- 
den of the Government, and if they are going to bring in men from 
abroad 

Mr. Gary. It is our understanding that that is not contemplated. 

Mr. Watters. Mr. Holtzclaw told me very definitely last fall that 
his present plan was to eliminate about 30 more plate printers this 
year. I donot know whether that developed here or not. 

Mr. Gary. No, it did not. 

Mr. Watters. He told me just after these 48 were laid off, when 
I was begging and pleading with him he said under the present setup 
contemplated at the moment 30 more would be likely let out in the 
next few months while these other men are working here. 

Mr. Ritey. Yes, Mr. Chairman, they are, notwithstanding, 
working in the Bureau. 

Mr. Gary. Yes, but they are not working for the Government. 
They are demonstrating the use of machines. The Government is 
not paying them a penny, and there is no obligation on the part of the 
Government to pay them anything. They are merely demonstrating 
two machines which the Government is under no obligation to pur- 
chase. If the Bureau does decide to take the machines, it is our 
understanding that then Bureau employees will be trained to operate 
them. These technicians who are now here will then return to their 
homeland. They are not on the Government payroll. 

Mr. Watters. As a final note we would still like to have some 
furlough arrangement worked out. 

Mr. Gary. Thank you, gentlemen. 


Unitep States Coast GuarpD 


Mr. Gary. The committee is in receipt of a communication from 
the American Legion requesting favorable consideration of the United 
States Coast Guard appropriation. We will insert the correspondence 
at this point. 





THe AMERICAN LEGION, 
NATIONAL LEGISLATIVE COMMISSION, 
Washington 6, D. C., January 26, 1956. 
Hon. J. VAUGHAN Gary, 
Chairman, Treasury and Post Office Subcommittee 
of the House Appropriations Committee, 
The Capitol, Washington, D. C. 

Dear ConGREsSMAN Gary: Referring to hearings being held by your sub- 
committee on the 1957 budget for the Coast Guard security program, etc., I 
enclose a copy of resolution No. 395, adopted at the 1955 national convention 
of the American Legion concerning the Coast Guard and requesting Congress 
to grant adequate funds to carry on their program. 

Due to the fact we are living in an atomic age, plus the further fact Russia is 
apparently rapidly overcoming our lead in the development of fissionable mate- 
rials, we respectfully request the Congress to take a close look into ‘the safe- 
guarding of our major harbors. 

We further respectfully submit that the limited personnel now available for 
this purpose in the Coast Guard cannot offer proper protection to this country 
in the event Russia were to instigate a major campaign against the United States. 

While we are not asking for the privilege of a personal appearance on the 
hearing, we respectfully request that this letter and the attached resolution be 
given consideration by the subcommittee in their deliberations on this budget, 
and also that this letter and the attached resolution be incorporated in the record 
of your hearings. 

Thanking you for your consideration, I am 

Sincerely yours, 
Mites D. KENNeEpy, Director. 


1955 NATIONAL CONVENTION OF THE AMERICANTLEGION, Mrami, FLA., OCTOBER 
10-13, 1955 
tesolution No. 395. 
Committee: Americanism. 
Subject: Commend United States Coast Guard for its security program and urge 
adequate funds for it. 

Whereas the national security of the United States is peculiarly dependent upon 
the continued importation of raw materials from all parts of the earth; and 

Whereas Communists and Communist sympathizers have been employed in the 
merchant marine in the past to the extent that they constituted a threat to our 
national security; and 

Whereas the Coast Guard is charged by Executive Order 10173 with the licensing 
of merchant seamen and screening of all subversive individuals from the employ- 
ment in that industry; and 

Whereas the United States Coast Guard has been provided with personnel and 
funds adequate to safeguard only a small percentage of United States ports; and 

Whereas this deficiency constitutes a threat to the national security of the 
United States: Now, therefore, be it 

Resolved, That the American Legion, in convention assembled in Miami, Fla., 
October 10-13, 1955, does hereby support the provisions of Executive Order 10173 
and Public Law 679, 81st Congress, under which it was issued; now be it further 

Resolved, That the American Legion commends the United States Coast Guard 
for the fine work they have done in screening more than 2,000 subversives from this 
vital industry; and be it still further 

Resolved, That the Congress of the United States shall enact suitable legislation 
to provide for personnel and funds adequate to carry on the Coast Guard security 
program in every port and harbor of the United States; and be it even further 

Resolved, That copies of this resolution be sent to the President of the United 
States, the Commandant of the United States Coast Guard, and to each Member 
of Congress. 
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Monpbay, JANUARY 16, 1956. 


THE TAX COURT OF THE UNITED STATES 
WITNESSES 


HON. J. EDGAR MURDOCK, CHIEF JUDGE 
OTTO K. SCHOENFELDER, ADMINISTRATIVE OFFICER 
O. A. KEETER, FISCAL OFFICER 


SALARIES AND EXPENSES 


Program and financing 


Program by activities: Administration and adjudication (total | | 


obligations). ._--- 


l | na 
| 1955 actual | 1956 estimate | 1957 estimate 


$1,076,190 | $1,218,000 | —_ $1,365, 000 


Financing: Unobligated balance no longer available__- 


Appropriation 
Proposed supplementa 


Object classification 


Total number of permanent positions 
Average number of all employees- 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary _- 
Average grade 


Personal services: 
Permanent positions__ --- 


Payments to be made to retired judges (67 Stat. 483) _- 


Regular pay above 52-week base 
Payments above basic rates__- 


Total personal services.......-._.-- 

Travel - : 
Transportation of things 
Communication services 

Penalty mail 
Rents and utility services 
Printing and reproduction 
Other contractual services 

Services performed by other agencies 
Supplies and materials 
Equipment... 
Taxes and assessments _- 


Total obligations 


Budget authorizations, 


BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation 
Proposed supplemental due to pay increases 
Obligated balance brought forward 


Total budget authorizations available 


1, 076, 858 


1, 170, 000 
48, 000 


1, 365, 000 


Obligations by objects 


1955 actual | 1956 estimate | 1957 estimate 


147 
135 
145 


151 
148 
149 


$4, 998 


GS8-7.1 


$5, 679 
GS8-7.6 


Gs- 


$915, 106 
27, 513 

2, 603 
376 


$1, 022, 686 | 
55, 013 
2, 801 
500 
1, 081, 000 | 
42, 500 | 
2,000 | 
5, 100 
1, 500 | 
6, 400 
16, 000 
36, 900 
1, 000 
13, 250 
11, 850 | 
500 


1, 218, 000 | 


$1, 107, 937 
111, 263 


500 
| 945, 598 
37, 788 
1, 499 
5, 126 
1, 333 | 
6, 341 
16, 899 
33, 383 
1, 308 
13, 821 
12, 741 
353 


1, 219, 700 
45, 000 
2, 000 
5, 500 
1, 500 
6, 400 
16, 000 
36, 900 
1, 500 
14, 000 
16, 000 
500 


1, 076, 190 


1, 365, 000 


expenditures and balances 


1955 actual | 1956 estimate | 1957 estimate 


$1, 170, 000 
48, 000 
69, 761 


$1, O76 $1, 365, 000 
35, 950 
1, 400, 950 


#2 


1, 139, 


1, 287, 761 
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Budget authorzations, expenditures and balances—Continued 


| | 
1955 actual | 1956 estimate | 1957 estimate 


EXPENDITURES AND BALANCES 


Expenditures— | 
Out of current authorizations. - | $1,007, 693 $1, 136, 661 | $1, 323, 818 
Out of anticipated supplemental appropriation ; ; | 46,150 | 1, 850 
Out of prior authorizations 58, 112 69, 000 33, 800 


Total expenditures. ___.._.._...-_-_-- wicecesat | 2,06R0R8 , 251, 811 | 1, 359, 468 
Balance no longer available: 
Unobligated (expiring for obligation) ___- oe 668 | 
Other . : | 3, 612 | ft ae 
Obligated balance carried forward | 69, 761 35, 950 41, 482 


Total expenditures and balances __-_-- sa sate 1, 139, 846 1, 287, 761 1, 400, 950 


Mr. Gary. The committee will come to order. We will take up 
today the request of the Tax Court of the United States. The 
appropriation for the court for 1956 was $1,170,000. The appropria- 
tion for 1956, including the proposed pay supplement, is $1,218,000. 
The estimate for 1957 is $1,365,000, making an increase of $147,000 
for 1957 over the revised estimate for 1956. 

Off the record. 

(Discussion off the record.) 


SUMMARY OF JUSTIFICATION DATA 


Mr. Gary. We will insert in the record at this point pages 8, 9, and 
16 of the justifications. 
(The matter referred to is as follows: ) 


NARRATIVE STATEMENT ON PROGRAM AND PERFORMANCE 


The Tax Court hears proceedings based upon determinations of tax deficiencies 
made by the Commissioner of Internal Revenue and decides whether there is a 
deficiency or overpayment in Federal income, estate, gift, and excess-profits 
taxes, and reviews determinations denying claims for refund of excess-profits taxes. 
The court also hears proceedings based upon determinations of excessive profits 
on contracts renegotiated by the Federal Government. 

The program for the fiscal year 1957 would provide for an estimated 175 weeks 
of circuit trial proceedings to be undertaken by the court. This is essentially 
the fieldwork program completed in the fiscal year 1955, and authorized for the 
fiscal year 1956. The 5,333 proceedings closed in 1955 represent a productive 
volume somewhat above normal, although the total number of cases closed in 
1955 was 23 percent below 1954. The disposition of the lesser number of cases 
occurred largely because considerably fewer settlements by stipulation were 
received by the court during the last fiscal year. The caseload now on the court’s 
docket supports the continuance of the trial program at the present level. 

The additional funds requested are for salaries of retired judges, and for essential 
increases in operating costs. 

A supplemental appropriation of $24,000, for the fiscal year 1956, is to be 
submitted to cover retired pay and terminal-leave payments of a judge who 
voluntarily retired on September 30, 1955. 

The actual and estimated work volume of the court is presented in the following 
tabulation: 


Esti- 
| mated, 
1956 | 


. Esti- 
| Per- mated, | 


cent ! 


| Actual, | Actual, | Per- 
1954 1955 cent ! 


1 | 
Filed ceueee Seco | | 4,981 | +19} 5,000 | 5,000 | 
Reopened sea ; Lene 160 | 169| +6){ 170 170 | 
Closed _____. 5 a 6,913 5, 333 —23 | 5,400 3) 5,600 | 
Pending at close of year ca sirens 10, 347 10, 164 —2 | 9,934 —2.; 9, 504 | 


1 Percentage increase or decrease over previous year. 
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Statement relating appropriation estimate to current appropriation 


1955 appropriation (including supplementals) $1, 076, 858 
1956 budget estimate 1, 170, 000 


1956 appropriation in annual act 1, 170, 000 
1956 supplemental for pay increases (Public Law 94) 48, 000 


Total new obligational authority for 1956 1, 218, 000 
Additions: 
01 Personal services: 
2 GS-12 attorneys (retired judges’ staff)__. $15, 140 
2 GS-7 secretaries (retired judges’ staff) ___ 9, 050 
Payments to retired judges (sec. 7447, In- 
ternal Revenue Code, 1954) 
Terminal-leave payments to retiring judges_-_-7, 500 
Within-grade raises 
Promotions 
Adjustment in lapse figure (due to false 
lapse, 1956) 
Adjustment in salaries (attorney positions) - 5, 350 
Total personal services 138, 700 
Travel_____ Bee ee eS tic cee pete. 2, 500 
Communications 400 
Service, other agencies 500 
penres Od Meigs... co cay ects 100 
Subscriptions ; 650 
Equipment 2, 750 
Books 1, 400 


Total increase in fiscal year 1957 147, 000 


Total estimate for fiscal year 1957 1, 365, 000 
Analysis by activities 


Administration and adjudication: 
Fiscal year 1956 $1, 218, 000 
PR Ns Rtas, eats Lib iih id be dew OV onS 147, 000 


Fiscal year 1957 1, 365, 000 


Mr. Gary. We have as our principal witness this afternoon Judge 
Murdock, the new chief judge of the court. We will be very glad to 
hear from you at the present time, Judge Murdock, if you have any 
preliminary statement that you would like to make. 

Judge Murpock. I do not have anything, Mr. Chairman, of a 
formal nature other than that which is contained in this statement 
here, but I am prepared to answer any questions that you might have. 


INCREASES REQUESTED FOR 1957 


Mr. Gary. I wish you would tell us the reason for this $147,000 
increase. 

Judge Murpock. I am going to ask Mr. Schoenfelder to tell you 
that, as he is better informed about that than I. 

Mr. ScHOENFELDER. The largest amount, Mr. Chairman, included 
in this increase is the additional amount which will be needed to 
provide pay for retired judges. 

During the course of fiscal year 1957, two additional judges will 
retire, and the additional retirement compensation will have to be 
appropriated for payment to them. 





In addition, it will be necessary to staff and to furnish offices for 
one additional retired judge who will be recalled to duty. The 
second retired judge, who is a gentleman approaching 80 years of 
age, will not be recalled for duty. 

The justification appearing in the court’s statement on page 18 
provides for a staff increase of 2 attorneys and 2 secretaries. 

During the course of this fiscal year there occurred unexpectedly a 
retirement by a judge who voluntarily retired after having completed 
more than 24 years service with the court. The additional attorney 
and the additional secretary will supply that additional retired judge, 
who has been recalled to duty, with a staff. An additional amount 
requested under 01 Personal services would provide $36,000 that the 
court believes is necessary to supply a higher level of average 
employment. 

Actually, this request involves an adjustment in the lapse figure. 
We have shown the Bureau of the Budget that we have actually 
underestimated our employment needs. The turnover in the court 
personnel occurs largely in the staff of assistants to the judges, in the 
attorney assistant group. Because the turnover occurs there, it is the 
place the court would expect to absorb the lapses. However, in order 
to absorb the deduction for lapses that the court has had in the past 
years, it would be necessary to retain too long the vacancies occurring 
in those positions. 

The other ‘01 Personal service”’ items are within-grade raises, pro- 
motions, and adjustments in salaries; additional amounts which the 
court is not able to absorb. Although the court will bear part of the 
cost of those items, we find that we cannot absorb the full amount of 
the planned grade promotions and estimated within-grade raises. The 
adjustments in salary are necessary in those cases where attorneys 
are employed at a higher salary than the incumbents who were last 
in the positions. 

The increases in other objects of expenditure are as follows: 

Item 02 Travel, we are asking for $2,500 to take care of the in- 
creased cost in per diem as the result of legislation which authorized 
Federal employees $12 a day maximum rather than $9. 

Items 04 Communications and 07 Service other agencies, are nom- 
inal increases we find necessary due to increases in operational costs. 

The amount for 08 Supplies and materials is again a nominal 
increase that is to cover the additional purchase of material such as 
mimeograph paper and stencil paper which is necessary to carry 
on the work of the court. The increases in 08 Subscriptions, $650, 
09 Equipment, $2,750 and Books, $1,400, are necessary in order to 
furnish, equip, and supply subscriptions for legal reporting services 
to the retired judges’ offices. 


INCREASE IN SALARIES UNDER PUBLIC LAW 9 


Mr. Gary. How much of this is due to increases in salaries under 
Public Law 9 of the 84th Congress? 

Mr. ScHOENFELDER. It is $120,000. 

Mr. Gary. Is that the same for 1956? 

Mr. ScHOENFELDER. Yes, sir. 

Judge Murpock. Unless we had another change. 

Mr. Kerrer. We asked for the full 16 judges. 
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Judge Murpock. But you have more than that in this appro- 
priation. 

Mr. Kerrer. That is handled as a separate appropriation item 
under retired judges. 

Mr. ScHOENFELDER. In the fiscal year 1956 we have the full amount. 

Mr. Gary. The salaries were increased to become effective as of 
March 1, 1955? 

Mr. ScHOENFELDER. Yes, sir. 

Mr. Gary. So that they will be in effect throughout the entire 
vear 1956, and there is no increase for 1957. 

Mr. ScHOENFELDER. That is right. 


PAY OF JUDGES 


Mr. Gary. What is the pay of the judges? 
Judge Murpock. $22,500. 
Mr. Gary. Is there any additional pay for the chief judge? 
Mr. ScHOENFELDER. No; he just does more work for the same 
money. 
RETIRED PAY 


The retired judges under the Retirement Act that covers Tax 
Court judges, who have 24 years of service, receive full pay, $22,500. 

Those who retire with less than the full 24 years’ service receive 
pay on the basis of one-twenty-fourth for each year’s service. 

We have one retired judge, Judge Black, who retired before the 
present Retirement Act was in effect, and he retired at the then salary 
of $15,000. Under the Retirement Act, during the time he serves, 
he will be paid at the annual rate the judges receive. 

Judge Murpock. That applies to everyone. 

Mr. ScHOENFELDER. Yes; to all. 

Judge Murpock. You do not get any retirement pay until you 
have served at least 10 years 

Two of the judges who re tired in this past year had served for 29% 
and over 30 years. They get full pay regardless of whether they w ork 
or not, but they are both called back, ‘and they both work. Judge 
Black retired when the pay was $15,000, and he only gets $15,000 
unless he works. He is called to work full time, so he gets $22,500 
during those times the same as the rest of the judges. 

This coming year 2 judges will have to retire because they are past 
70 years of age, and under this retirement law they must retire when 
they reach that age. As soon as they become eligible for any retire- 
ment benefits, which is upon 10 years’ service, they will be paid half 
of a year’s salry, which is $11,250 apiece, provided they do not come 
back to work. 

One of them is Judge Luther Johnson who, you may know, was 
formerly a Congressman from Texas. He is not well, and he does 
not want to be recalled, but when his 10 years are up in the coming 
summer he will retire on $11,250 pay. 

The otber judge, who is also in his seventies, but not as old as 
Judge Johnson, wants to be recalled. If he is recalled, then he will 
get full pay while he is recalled, but if he should not be recalled then 
he will only get half pay, or $11,250, because these people are only 
entitled to half pay upon retirement with 10 years’ service. 





Mr. Gary. Both of them have served 10 vears? 

Judge Murpock. Yes, sir; that is correct. Their 10 years of 
service will be up next summer, and they have to retire on account of 
age. They have no choice about it. 

~-T have served 29% years, and I could have retired quite some time 
ago at full pay. If I should retire or fail to be reappointed I would 
continue to receive full pay. My term expires in June. 

Mr. ScHOENFELDER. I thought you might be interested in knowing 
about this, Mr. Chairman, as far as retired pay is concerned. 


CIVIL SERVICE PERSONNEL 


Mr. Gary. Yes. Other than the judges of the court, are the rest 
of the employees of the court under civil service? 

Judge Murpock. Yes. 

Mr. ScHOENFELDER. They are all competitive positions with the 
exception of the attorney assistants and the secretaries to the judges. 
Those are excepted positions. 

Judge Murpock. But they are under civil service retirement just 
the same. 

Mr. ScHOENFELDER. Yes, sir; they are under civil service retire- 
ment, but they are not competitive positions. 

Judge Murpock. They are all under civil service retirement except 
the judges. 

Mr. SCHOENFELDER. Yes, sir; that is correct. 

Mr. Gary. And they get the same classified pay increases as all 
other civil service employees? 

Mr. ScHOENFELDER. Yes, they all get the increases. 

Mr. Krrrer. The classified pay increase, as far as we are concerned, 
was retroactive to the first pay period in March. 

Judge Murpock. I think there is this much increase to it. We have 
an application in for a supplemental appropriation for the 1956 
fiscal year, and there is no increase over 1956 with that in it, but with 
that out of it there is that difference. 

Mr. Gary. That was to take care of the pay increases? 

Judge Murpock. Yes, sir; that was to take care of the pay increases. 


EFFECT OF THE NEW TAX LAW 


Mr. Gary. Last year we were fearful that the new tax law would 
add very materially to the workload of the court because of the ad- 
ditional questions that would arise in the interpretation of the new 
Jaw. Have you felt the effect of that law up to the present time? 

Judge Murpock. No. Due to the statute of limitations we do 
not begin to get these cases until about 2 years after the law becomes 
effective. They are still struggling with it in the Internal Revenue 
Service until the statutory period for the Commissioner to assess an 
additional tax is about to expire, and before that time we hope, as 
taxpayers, that they will send out the statutory notice and it is at this 
ae that they get into our court. For the present we haye not 

ad any increase. 


Mr. Gary. Have you had any substantial increase in your workload 
this year? . 

Judge Murpock. No; not due to any new law. We have not 
had any. It has held the same. 
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CASE BACKLOG 


Mr. Gary. Do you have any backlog in your court at present? 

Judge Murpock. Yes; we have, and it is a matter of great concern 
to us. 

i have a statement on that here. As of the end of the calendar 
year our total number of pending cases was 9,757. That was on 
December 31, 1955. 

You might be interested to know that as of a year ago, December 31, 
1954, we had 9,815 cases pending so that we are under that number 
by about 58 cases. 

There is another thing that is good from that same standpoint. 
You know, we took on the renegotiation of contracts jurisdiction at 
the request of Congress in about 1942, I think it was, and that repre- 
sented a very substantial peice of work, and it may now soon expire. 
We have only 89 cases out of 929 which were docketed. 

Judge Murpock. Another burdensome part of our job are the relief 

cases which arose during the war years from the excess-profits taxes. 
We refer to them as section 722 cases. That is the provision of the 
statute that gives relief from excess-profits taxes in exceptional cases, 
and there was no fixed standard set up by it. Its tests are all relative 
and that caused considerably difficulty. That problem is about to 
end too. As of December 31 we still had 659 of those cases pend- 
ing. However, the good news is that in the Internal Revenue Service, 
where more can come from, they have only 4 that are under field 
investigation, 3 that are under consideration by the Excess Profits 
Tax Council, that is 7, and 40 which are awaiting statutory notice 
of one type or another, so that potentially there are only 47 more 
cases that can come to us out of that category of cases. They take 
a long time to try, and they are very difficult. to dispose of. They 
take much more than the ordinary tax case, so that I am personally 
glad to see them going out of the picture. Once we get those out of 
the picture then I think our backlog of normal-tax cases, which at 
present is about 9,000, will be reduced. I do not think that we are 
suffering too much about it, but at least theoretically we ought to be 
able to get rid of cases sooner if we do not have so many cases pend- 
ing. In other words, if we could get down to about 6,000 that ought 
to be, I should think, about right. 

I was head of this organization previously, and one time we got 
down to 4,419 cases. That is the lowest we have ever gone. Then 
additional work came in and we bounced up to 15,000 at one time, 
and now we have come down below 10,000 again. 

This almost all €epends upon how wide the faucet is opened in the 
Internal Revenue Service. They have these millions of cases. If they 
relaxed the least bit we would be flooded immediately. If they can 
keep them tight so that fewer people are dissatisfied and want to 
come in and ‘jitigate, then we are able to keep abreast. So that, 
depending upon how well the Commissioner of Internal Revenue 
handles his men under him, the thousands of people under him, our 
backlog goes up or down. 

I think it is greatly to his credit that we are as low as we are, con- 
sidering that we are now just coming up to the tail end of the war 
years, the years now being litigated. 





We are in pretty good shape, but with no chance of ever running 
out of work. One time while I was on the court we had 22,000 cases 
pending. 

Mr. Gary. There is an appeal from your court to the circuit court 
of appeals, is there not? 

Judge Murpock. Yes, every circuit court, 11 of them. 


INCREASE OF TRIAL TIME 


Mr. Gary. With the additional services of another trial judge why 
cannot the trial program be increased above 175 weeks? 

Judge Murpock. I think it is doubtful if we can get up to 175 
weeks, Mr. Chairman. ‘There is no use of sending a judge out to try 
new cases if he has more on hand that he can get rid of in a reasonable 
length of time. When I inherited this job on July 1, 1955, some of the 
judges were already stocked with cases. It is almost unavoidable. 1 
will give you an example. Suppose we take the calendar in Chicago. 

We receive from the Commissioner of Internal Revenue a rough 
estimate, and when I say rough I mean rough as to the amount ‘of 
estimated trial time required in those cases. In most cases they do 
not present evidence themselves. They defend them, and it is up to 
the other side to present evidence. They do not know too much 
about what the other side will take up in the way of trial time. We 
put in the Bureau’s estimate of 240 hours of trial time on the Chicago 
calendar. That, we expect, is going to take 2 weeks’ trial time. 
There are only 30 hours in a trial week. 

Then notices are sent out to the parties as far ahead of time as we 
can, Which is 90 days, preferably, if we can arrange for a courtroom 
at that time. Immediately those notices go out the Internal Revenue 
Service representatives in that district begin to call up these taxpayers 
on the phone and to write them letters to see if they can get them to 
come in and either stipulate or settle these cases. 

The result is that when we get out there they have either settled a 
number of cases or asked for a continuance to negotiate a settlement, 
and they get down to perhaps 45 or 40 hours of trial time, or maybe 
less, but we have to get a good break on settlements to avoid running 
up a backlog of cases for the particular judge that would really be a 
burden on him. He might get enough cases for 4 or 5 calendars like 
that, and be really overstocked. 

That was true of some of the judges at the time I came in. I had 
to cut down on the trail calendar last fall on account of that because 
the judges were not ready to hear new cases. 

It is very wrong, in my opinion, to have cases in the hands of the 
judges any longer than they have to be. For instance you really do 
not want your case in the hands of the judge for as much as a year. 

Mr. Gary. At how many points in the United States do you hold 
hearings? 

Judge Murpock. At about 50. The statute says that we are to 
hold hearings for the convenience of taxpayers. Obviously, we 
cannot hold hearings in every town in Virginia, for example. In 
fact, we do not hold any hearings in Virginia. Washington is the 
nearest place for this end of Virginia and we hold them here. There 
are some other places that the people in Virginia may prefer in which 
to be heard, but we hit only the larger cities. 
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COURTROOMS USED 


Mr. Gary. Do you usually use the United States District Court 
rooms? 

Judge Murpock. That is quite a problem with us. We have to 
borrow courtrooms, and with the crowded conditions of the courts 
we have some difficulty in getting courtrooms. That delays sending 
out notices and thereby reduces the amount of time that the Com- 
missioner and the taxpayer have to settle cases, but we borrow some 
district court rooms. If we cannot do that we will get the leaders of 
the bar in the locality to try to borrow the county or State courtroom 
for us. We have our own courtrooms in New York, Chicago, and 
Washington. We can set those hearings whenever we want to set 
them. Washington has very little in the way of hearings except for 
the Motions Calendar, which I hear every Wednesday. 


IMPORTANCE OF INTERNAL REVENUE SERVICE PROCEDURE ON COURT'S 
WORKLOAD 


Mr. Gary. In your opinion is the big increase in the workload of 
the court related to the abandonment of the informal conference 
procedure by the Internal Revenue Service? 

Judge Murpock. That I would not be able to answer. 

From my observation I think the Service does a good settlement job 
on these cases once they get before the Tax Court, and they must be 
doing a good job in keeping them out too because they have 60 million 
or 70 million returns filed every year and we get only four or five 
thousand petitions filed. That isa pretty good piece of work, I should 
think. 

Certainly, Coleman Andrews when he was there was very much 
interested in preventing any greater number of petitions coming in 
than necessary and he believed in settling whatever cases they could 
after they got there, so that our actual trial and decision of cases would 
be reduced to a minimum. 

I have not met Mr. Harrington yet, but I am quite confident that 
his ambitions will be along the same lines. [| intend to discuss it with 
him, when he gets his other affairs straightened out a little better, 
as to how important that is to us because we do very little of the total 
amount. The Commissioner settles cases by the million. We do it 
by the hundreds, and so relatively it is small. 

Mr. Gary. But you get the most difficult cases, the ones that they 
cannot settle. 

Judge Murpock. That is right. 

Mr. ScHoENFELDER. That they cannot or will not. 

Judge Murpock. Some of them are extremely difficult. Others 
are difficult only because the taxpayer does not realize the difficulty 
he is in or what the law is. We have a good many of those cases. 

Sometimes the Commissioner refuses to settle some particular type 
of cases and we will get a lot of those. He was afraid of those fraud 
cases when Congress was kicking those around so much, and it showed 
up in our work because they were hesitant about settling them, 
apparently. That was my guess, and we certainly got a lot more 
of them. When we got to the trial of them we discovered quite 
a lot of them could be settled profitably. 
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PROMOTION OF ATTORNEYS 


Mr. Gary. In the detailed justifications at page 20, $4,325 is 
estimated as the cost of advancing in grade 5 members of the 
attorneys’ staff in 1957. The supporting schedule of Personal 
Services indicates only three positions or advances in grades. Can 
you conciliate these two figures? 

Mr. ScHOENFELDER. There will be some attorney positions, I think, 
that are not identified as such in your lower grades. For example, 
there will be attorney positions at grade 7 but the first specified identi- 
fication we have is at grade 9, the next succeeding grade. We can 
estimate that there will be that number of individuals who will be 
advanced in grade above what is presently on the staff. It is an 
estimated figure. 

Judge Murpock. This is an example of an attorney placement that 
happened not long ago, if you are interested. The Excess Profits 
Tax Council was set up in the Internal Revenue Service but had 
completed its work. They began dropping their people up there. 
They had attracted a man w ho had been one of our attorneys, and 
he was in grade 15. When that work was all over he asked if he 
could not come back. That depends upon whether any of the judges 
want him or not. Three of the judges said they would like to have 
him, and he agreed to come back at grade 13. | think that was a 
vood investment. He had had a lot of experience with us and also 
in the council, so we took him on at grade 13. 

Now, if some young fellow comes out of law school we take him in 
at grade 7 or 9. When we can get a good man like the one I mentioned 
his grade is higher. 


SALARY INCREMENTS FOR PERSONNEL REPLACEMENTS 


Mr. Gary. The detailed justifications on page 20 indicate that 
$5,350 is required to provide salary increments on rep lacements when 
such action is required, What does this mean? 

Mr. ScHOENFELDER. Suppose that there is an individual who is in 
a job, such as the chief judge speaks of, at grade 9 and he is replaced 
with a grade 13 man, you have to pay the difference between your 
grade 9 and giade 13 sala 

Judge Murpock. We he not lose the high bracket men very much. 
They have decided that they are going to make the Government a 
career and they stay with us, but the young men come out of law 
school, they stay with us between 2 or 3 years, and we get our money’s 
worth out of them. Then they get an offer outside from a private 
concern, since they are now attractive to somebody out there who 
vives them more money. For instance, one of my former law clerks, 
| am sure, makes more than I do with a firm in Philadelphia. So, we 
have a constant turnover in these lawyers because they are coming in 
and getting a better job and going out all the while, that is, except the 
ones we do not lose. 

Mr. ScHOENFELDER. I might explain further, Mr. Chairman, that 
the court carries on the practice of limiting, on a gentlemen’s agree- 
ment basis, the tenure of the clerks. We call them attorney assistants. 
They are generally known in courts as Jaw clerks. Those who come 
into what we refer to as the junior attorney group, as distinguished 
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from the senior attorney group who make the Government service 
their career, are employed for a period of 2 years or 3 years. When 
the time comes for a man to move on further, he will advise the judge 
that it is his intention to seek placement else .where, and that man has 
to be replaced. His replacement is as arbitrary as the man’s leaving. 

The judges personally select. them, and they must be persons in 
whom he can place confidence, whom he believes to be qualified to 
work in the specialized field in which the court is concerned. Whether 
he is employed at grade 7, grade 9, or grade 11 is dependent upon the 
person and his qualifications and the recommendation of the judge 
and the approval of the chief judge. We do not know from one month 
to the next what need is going to exist for the replacement of these 
assistants to the judges, but one thing is sure they must be agreeable 
to the judge and they must have the qualifications he is looking for 
and insists upon having. 

Judge Murpock. These young men kind of switch around a little. 
We may get some man to work for us who has been over in Justice in 
the Tax Division with an increase in pay and grade or, likewise, we 
may lose men from time to time. Likewise one may come from the 
Internal Revenue Service, such as the case I mentioned, and he works 
for us, or one of our men may want to go there, and so it goes. 

Mr. CanFievp. Off the record. 

(Discussion off the record.) 

Mr. CanFIELD. Judge Murdock, I assume that you and your fellow 
judges know that the distinguished gentleman from Virginia, who is 
now the chairman of this subcommittee, is a noted tax counsel. He 
perhaps knows as much about taxes as any Member of the Con- 
gress. He served as counsel and executive assistant of the Virginia 
Tax Board from 1919 to 1924, and he was appointed executive sec- 
retary of the National Committee on Inheritance Taxation in 1925, 
and he has made extensive studies in and out of Congress of matters 
pertaining to taxes. 

However, by and large the Members of Congress are not what you 
might call tax attorneys or tax experts, and so I am going to ask you a 
few questions, the answers to which might be held to be for those 
whom we will call laymen in the Congress, as far as tax matters are 
concerned. 

You bear a name which is honored in Congress. Are you, per- 
chance, related to Abe Murdock, or any of the other Murdocks in the 
House or in the Senate? 

Judge Murpock. No; I am from Pennsylvania, originally. 

Mr. CanFieLp. You told us a moment ago that you had served this 
court for some 29 years. 

Judge Murpock. Yes. It will be 30 years in June. 

Mr. CanFIeLp. You are from Pennsylvania? 

Judge Murpock. Yes, from Greensburg, Pa. 

Mr. CANFIELD. You succeeded whom? 

Judge Murpock. I did not succeed anybody. I came on this court 
in 1926 when it was organized. 


HISTORY OF COURT 


There had been in the Department of the Treasury the Committee 
on Appeals and Review that handled some work in this respect, as 
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I understand it. If somebody was not satisfied with what the Com- 
missioner did he went to this Committee on Appeals and Review 
and they could consider it and they apparently had the authority of 
the Commissioner to reverse him, if they thought he had made some 
mistake. 

That was changed and called the Board of Tax Appeals, I think, 
in the 1924 act, and it was still a part of the Bureau of Internal 
Revenue. It was not independent. It was not in the status of a 
court or a tribunal separate from the Bureau at all. It was a part 
of the Bureau. In the Revenue Act of 1926 Congress created a dif- 
ferent organization, independent of the Treasury Department, so that 
the Treasury, through the Commissioner, was one of the litigants 
there, and he ‘could have things decided against him the same as the 
taxpayer, the other litigant being the taxpayer. 

When I came on duty there were 15 men on the Board of Tax 
Appeals in June 1926, and it so happened that 2 of those men were 
not reappointed. The President did not reappoint them and 3 new 
men were appointed at that time who had never served on this tri- 
bunal, or whatever it was before, and I was one of those, so I had no 
predecessor. 

Mr. CanFreLp. This is your first appearance before this sub- 
committee? 

Judge Murpock. This particular one, yes. I was Chairman of 
the Board of Tax Appeals—lI have had more titles than you can add, 
but you do not get paid on that basis—and as such I came before the 
Congress. Then the name was changed to the Tax Court in 1942 
at which time I was Chairman of the Board of Tax Appeals, and they 
changed the title to the presiding judge, my term ended in 1945, and 
10 years later, in 1955, I took up again with the title of chief judge. 

Mr. CanFie.p. The chief judge who appeared before this committee 
last year was whom? 

Judge Murvock. Judge John W. Kern. 

Mr. CanrieLp. What “happened to Judge Kern? 

Judge Murpock. He is still a member of the court. The law 
provides that the chief judge shall be elected by the members of the 
court, at least once every 2 years. We went along without any very 
de finite notion about a terminal period on that for a while and, finally, 
we decided among ourselves that the chief judge should not serve for 
more than two terms, that it would be a good idea to rotate it. Judge 
Kern served first two terms, and was elected for a third term in 1953, 
from 1953 to 1955. 

That made three terms for him. He did not want to be elected 
for that term, and at the end of that term he felt that he would have 
to be relieved because it was getting him down. This is all by secret 
ballot. You write your name on a piece of paper stating your choice. 
At that time I was elected. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 


JURISDICTION OF THE COURT 


Mr. CanFiELD. Judge Murdock, for the purpose of this record, 
will you tell us briefly the jurisdiction of your court and the formation 
thereof? 
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Judge Murpock. Well, the principal jurisdiction of the Tax Court 
has to do with, as the name implies, tax cases. They are income 
taxes, profits taxes, estate taxes and gift taxes. Those are the princi- 
pal taxes. Those cases all originate in this way: The Commissioner 
of Internal Revenue decides that a particular taxpayer owes more 
taxes than he has reported, or, perhaps, he has not reported any at all, 
and when that time comes, and after negotiations between the Com- 
missioner and the taxpayer have been concluded, the Commissioner 
says the taxpayer owes some additional taxes. Then the Com- 
missioner sends out a notice, which is described in the statute, and 
which we refer to as a notice of deficiency, and with that notice the 
Commissioner advises the taxpayer what the law prov ides, that he ean, 
within 90 days, file a petition with the Tax Court to contest this 
deficiency which has been determined against him, and if he chooses 
to do so he can come before us by filing a petition. That is the way we 
get jurisdiction in every case that has to do with income taxes, excess- 
profits taxes, estate or gift taxes. They all originate in that way. 

In addition we have been given special jurisdiction over cases where 
the taxpaver has filed an application for relief from excess-profits 
taxes under section 722 of the interns il Revenue Code of 1939, and ] 
believe also there are some other provisions where, by the same 


procedure, they can get into the Tax Court. The procedure is as 
follows: 
fter the Commissioner has considered the application for this 


relief (the ts ixpaver also files a claim for refund), if the Commissioner 
concludes that the taxpayer is entitled to no relief or is entitled to less 
than that asked for, he lik ewise sends out a sti itutory notice with the 
same advice that within 90 days if he does not like it he can file a 
petition in the Tax Court. Should that taxpaver receive one of those 
notices and wish to litigate that he can come into the Tax Court. 
However, there is no — from those cases 

In a tax case there is an appeal from the decision of the Tax Court 
to the circuit courts of appeals including the Court of Appeals of the 
District of Columbia. 

We have also, at the moment, one other type of jurisdiction, 
namely, that where the Renegotiation Board has determined that a 
contractor with the United States received excessive profits under his 
contract and the Board makes a determination in a definite amount. 
For example, it might determine that for the vear 1944 he had excessive 
profits in the amount of $1 million. In such a case the contractor can 
come into the Tax Court and litigate that also. Here, again, as in the 
section 722 relief cases, there is no appeal from the Tax Court. At 
the present time our decisions in those two types of cases are final. 

Mr. Gary. Is it not true that a taxpayer has the choice of coming 
into your court without paying the tax or he can pay the tax and go 
into the United States district court? 

Judge Murpock. That is correct. 

Mr. Gary. But he cannot go into the United States district court 
unless he pays the tax? 

Judge Murpock. That is right, and if he has paid the tax he 
cannot come into the Tax Court, although to make it clear, promptly 
after he has filed his petition with the Tax Court he can pay the tax 
and thus stop the running of interest in case he loses. Once these 
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petitions are filed with the Tax Court we give each one a docket 
number. 

Incidentally, one of the reasons why our budget and appropriation 
has to be as large as it is is because we are covering in this our clerk’s 
office which, in most cases, is a separate organization, but with us it 
is part of this unit which vou have before you as the Tax Court of the 
United States. The docketing of these cases and the filing of all of 
the papers, the recording and the docketing of all of the papers which 
are filed, has to take place in the Tax Court. That is under my 
jurisdiction as chief judge and the judges of the court as a whole, 
whom I represent. ‘The Commissioner of Internal Revenue then - 
he tax cases is required to file an answer to the petition, and t 
taxpaver may, in turn, file a re ply . When these pleadings are file 
the case is at issue, and we set it for trial in any of these cities in the 
United States, usually in the city that has been requested by the 
taxpayer. 

Our rules provide that when a taxpaver = his petition he can 

‘company it with a request that it be heard in a certain city that is 
most convenient to him, and that is tind as a routine matter 
when that is filed. Should he fail to do it and we have no request, the 
(‘ommissioner, in his answer, will request where he thinks would be 
the right place to have the hearing, then we would have the hearing 
there. The taxpayer could contest that if he wanted to, but ordinarily 
that is the way we get the city selected. 

Then we send out a judge to hear it. He comes back after having 
heard the case, sets a time for the filing of briefs, the briefs are filed, 
then he considers the transcript of the testimony, the exhibits, and 
the briefs of the parties and writes an opinion. 

Every opinion is then routed through the office of the chief judge 
and the chief judge reviews every opinion that the other judges write 
and if he and the other judge feel that the decision is correct and it 
should be published as the opinion of the court, that is done. If the 
chief judge does not agree and the judge who wrote the opinion does 
not want to make any changes as the result of hearing the reaction of 
the chief judge, then that case will be referred to the court as a whole 
for decision by the whole court. 

That is not the only way, however, that a case can be reviewed 
by the whole court, because when important matters come up the 
judge who wrote the opinion or the chief judge, either can have the 
case sent to the whole court. For instance if a judge writes an 
opinion and he thinks it is an important question and ought to be 
reviewed by the whole court, he requests me to send it to the whole 
court and I send it as a matter of course. Likewise, if I myself think 
it should go to the whole court, I send 

Then there is the right of the parties to perfect an appeal to the 
circuit court of appeals. 

Mr. Canrietp. That is very good, Judge Murdock. 


NUMBER OF JUDGES 


What is the total number of judges on the Tax Court? 

Judge Murpock. The total number of judges is 16 but at the present 
time we have called back for full-time duty 3 retired judges, so there 
are 19 functioning today. 
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PAY OF RETIRED JUDGES 


Mr. CanFietp. When you call back these retired judges and they 
serve, what pay do they receive? 

Judge Murpock. The same as the active judges on the court. 

Mr. CanFiELD. How about their retirement pay? 

Judge Murpockx. If their retirement pay is full pay, they receive 
that; if it is less than full pay they receive the addition to make it full 
pay. 

CASES PENDING 


Mr. CanrieLp. You said that once there were as many as 22,000 
cases pending. Do you recall when that was? 

Judge Murpocx. The highest figure, according to the statistics 
before me at a year end, was 21,639 at the end of fiscal year 1928. 
There were 18,937 at the end of fiscal year 1932. In the meantime it 
had dropped as low as 16,035 at the end of 1930. 


TRIAL TIME 


Mr. CanrreLtp. When you refer to a trial program of 175 weeks, 
what does that mean? 

Judge Murpock. That means that I have set that many estimated 
weeks of trial, either 1 week or 2 weeks of trial time in each city named. 
A judge will go out on each one of those. Where it is estimated for 
2 weeks instead of 1 week, he may finish in 1 week or it may run into 
3 or 4 weeks. Generally they are 2 weeks, but there are some places 
where we do not have enough work for 2 weeks so we set a 1-week 
calendar. In the city of New York we go practically every other week. 


ORDER OF TAKING UP CASES 


Mr. CanrreLtp. When you have a backlog of 9,000 to 10,000 cases 
such as you have now, understandably some cases are more important 
than others. Do you have a priority of considering those? 

Judge Murpock. No; we do not. The Commissioner of Internal 
Revenue prepares for us a statement showing the number of cases 
pending in each one of these cities that we go to in the United States 
and he also has for each one of those cities a list of cases ready for 
trial together with his best estimate at the moment of the probable 
trial time for each one. 

It is part of my duty, with the aid of the clerk, to see that all over 
the United States those figures for each one of those cities are kept 
down to a normal level, having in mind its importance nationally. 
For instance, in New York City we may have 1,600 or 1,800 cases 
pending there and only 200 or 300 in Kansas City, but they might 
both be normal because we only go to Kansas City maybe twice a 
year and to New York City about 26 times a year. 

We take those cases and calendar them for hearing in the order 
of their docket age. In other words, we take the lowest docket 
numbers that the Commissioner says are ready. That sounds like 
a one-sided affair because maybe the taxpayer may want his case 
heard even if the Commissioner says it is not ready. If the taxpayer 
says his case is ready we give his request consideration just the same 
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as that of the Commissioner, but generally the Commissioner knows 
if any negotiations are on foot or not, and his figures are generally 
reliable. 

Mr. CanrFretp. In that connection, Judge Murdock, I was glad 
to hear you pay tribute to the retiring Commissioner, T. Coleman 
Andrews, and his approach to settlements. Personally I was sorry 
to see Coleman Andrews go. He was the first certified public ac- 
countant to head that Bureau, and I think he was thoroughly dedi- 
rated and a most efficient public servant. I understand that Mr. 
Harrington, his successor, is also a certified public accountant. 

Judge Murpock. That is right. 

Mr. CanFiexp. I hope, with you, using your own words, that Mr. 
Harrington will ‘follow the same line.” 

That is all, Mr. Chairman. 


REPRESENTATION OF UNITED STATES IN TAX CASES 


Mr. Gary. Who represents the United States in these cases before 
your court? 

Judge Murpock. Attorneys on the staff of the Office of the Chief 
Counsel of the Internal Revenue Service. 

Mr. Gary. In other words, the Internal Revenue Service represents 
the Government whenever a case is appealed to your court? 

Mr. ScHOENFELDER. That is in tax cases. 

Mr. Gary. Those are not handled by the Department of Justice? 

Judge Murpock. In the renegotiation cases it is by the Department 
of Justice, but in the tax cases the Commissioner is represented by his 
Chief Counsel. John Potts Barnes at the moment is Chief Counsel, 
and his name appears on all pleadings in our court as counsel for the 
Commissioner of Internal Revenue. 

Mr. Gary. Then he designates the attorneys in his office to actually 
handle the cases? 

Judge Murpock. Yes. Actually, he has decentralized his office so 
that he has attorneys who are located permanently in New York and 
in other cities in the United States where we go. There is a director 
over each district and each district has its own law force, most of 
whom are located there. The group in New Orleans, for example, 
might move to Dallas or Shreveport, but they would have one in each 
city also. 

BIOGRAPHICAL SKETCH OF CHIEF JUDGE MURDOCK 


Mr. Sreminski. Judge Murdock, I notice you wear the Silver Star. 
What action was that in? 

Judge Murpock. I am an old soldier. I was in World War I in 
the Meuse-Argonne offensive. 

Mr. Sreminskr. Mr. Canfield is also, and also Mr. Gary, I believe, 
and Mr. James. 

Mr. James. The First World War. I am getting old. 

Mr. Sreminski. Do we have your biography in the record as a 
matter of information, Judge? 

Judge Murpock. I do not think it is in this record. 

Mr. Stemrnski. Would you care to submit a few remarks about 
yourself? 
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Judge Murpock. Yes, if you would like me to. ‘There is one that 
is published in the services in regard to all the judges. 

Mr. ScHoENFELDER. And in the Congressional Directory, also. 

Mr. Sreminski. Briefly, give us some information as to your educa- 
tion and experience and so on. 

Judge Murpock. I was born in Greensburg, Pa., in 1894 and | 
attended the public schools there. I was graduated from Greensburg 
High School in 1912, entered Princeton University that fall, graduated 
there in 1916. I entered the law school of the University of Pitts- 
burgh that fall, but in May 1917 I went to the first officers’ training 
camp at Fort Niagara, N. Y., where I was commissioned first lieute- 
nant, and during the course of the war I was promoted to captain. 

I served overseas from June 1918 until about April or May 1919. 
I then resumed and completed my law course at the University of 
Pittsburgh. 

Mr. Sreminski. Were you wounded in action? 

Judge Murpock. No, I was never wounded. I was with the 316th 
Infantry of the 79th Division. 

Mr. Sreminski. One reason I ask for biographical data is that | 
think it good to show youth of the land, should they want to know, 
that its public servants are not men alone of some magic creation but 
that they too, like others in their climb to eminence have, in some 
measure, contributed to the spiritual and inspirational fiber of the 
Nation. 

Judge Murpock. Off the record. 

(Discussion off the record.) 

Mr. Sremrnsk1. Off the record. 

(Discussion off the record.) 


COMMENDATION OF THE TAX COURT 


Mr. James. I have always had a great deal of confidence in the Tax 
Court of the United States. I have felt that anybody who had 
occasion to bring a case before that court would receive full and ade- 
quate justice. But now that I know that the chief judge is from 
Pennsylvania, I know that anybody going down there, at least any- 
body from Pennsylvania, will receive not only adequate justice but 
exact justice. 

Judge Murpock. We have been trying to do it for a long time and 
I think we have succeeded pretty well. During the time I have been 
there a lot of judges have come and gone. They have been, without 
exception, very nice people to deal with. Their abilities vary, but 
they have all had the idea in mind that you have of doing justice. 

Mr. James. I do not think, however, I would have been moved to 
make that remark if I myself were not a Pennsylvanian. 

Mr. Gary. I personally think that the Tax Court of the United 
States has rendered a very great service. I have had the privilege of 
appearing before the court myself before I came to Congress. I have 
been so much impressed with the work of the court that in one of my 
campaigns I suggested that we should have labor courts to settle our 
industrial disputes similar to the Tax Court. 

When I made that statement somebody misinterpreted my remarks, 
either intentionally or unintentionally, and said it would be a terrible 
thing to have courts with nothing but labor on it. I changed my 
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remarks and said, “‘Let us have industrial courts to handle the labor 
disputes,’ and they were perfectly well satisfied. 

But I do believe that instead of having the National Labor Relations 
Board, if we would set up an industrial court or labor court, or what- 
ever you want to name it, in this country to handle our labor disputes, 
we would get much better results from it. Having a separate court 
to handle the labor disputes would mean the judges of that court would 
become proficient in that field, just as the judges of the Tax Court 
have become specialists and therefore more proficient on tax cases. 

I still think my idea is a good one and one of these days I hope it 
will be adopted. 

Mr. CanFie.p. Off the record, Mr. Chairman. 

(Discussion off the record.) 

Mr. Gary. Thank you very much, gentlemen. 
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